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Introduction

France

Taxation in France is part of a series that presents information on taxation
in various countries of the world. The book is intended to supply information of a general character regarding taxation in France for use as background when considering the conduct of business in that country. Specific
questions should be answered by reference to the laws and regulations of
the country and by consultation with professional advisors in the light of
the particular circumstances.
Taxation in France is published in two forms: in a loose-leaf edition and as
a bound book. Only the loose-leaf edition may be supplemented or revised.
These supplements will appear on blue-colored sheets inserted at the end
of the book. These supplementary pages will be keyed to the original text
by chapter and section numbers and should always be read in connection
with the original text. In addition, revised information may be presented on
pages inserted in the basic text to replace original pages. Revisions of this
type are indicated by a date that appears on the bottom of each replacement page.
Rules governing taxation are subject to change and reinterpretation, in
many cases with little or no advance notice. The information in this book is
based on material available to Deloitte Haskins & Sells as of May 1980.
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The Tax System
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France

Tax Legislation
and Administration
1.01 Enactment of Tax Legislation
Under the French constitution, tax legislation is a prerogative of Parliament, which consists of the National Assembly and the Senate. An annual
finance act sets out the French budget. Sometimes a finance act is specially amended during the French fiscal year, which ends on December 31.
When a major tax change is in the offing, such a proposal may be considered separately by Parliament. After passage, the legislation is continued or modified in subsequent years through the annual finance acts.
Normally, the Executive, headed by the President who appoints the Prime
Minister and his Cabinet, has no authority to enact tax laws. In special
cases, however. Parliament may empower the Executive to issue ordinances concerning matters ordinarily within the legislative realm. Such
ordinances are subject to later parliamentary approval. At other times. Parliament may, in enacting legislation, specify that such legislation will
become effective only upon the promulgation of an executive decree. The
Executive may also be called upon to furnish clarification or regulations
concerning legislation by means of executive decrees. After publication in
the official journal, these executive pronouncements have the force and
effect of law.
The "General Tax Code" was published by the French Executive, for the
first time, in 1950. Its purpose was to present the various and complex tax
rules in a coherent manner. The annexes to the Code contain administrative decrees having the force and effect of law. The Code is brought up to
date annually. The courts have recognized the validity of the Code,
although it is a mere executive publication and not an act of Parliament.
Notes, instructions, and circulars interpreting the tax laws are published by
the revenue authorities in separate administrative bulletins. Most of these
are available to the public and are useful for an understanding of the
policies and practices followed by the revenue authorities.
The Council of State has a considerable influence on the tax law. Through
its jurisdiction over tax controversies, it renders decisions that establish
general principles and serve as precedents for other cases (1.05). The
Council of State may also give advisory opinions to the Ministry of Budget.
1.02 Tax Administration
The Ministry of Budget is responsible for the administration of the tax
system and the development of tax policy. Its jurisdiction extends to both
local and national taxes. The General Tax Division of the Ministry of
Budget, under the supervision of the Director General of Taxes, is responsible for the administration of all taxes governed by the Tax Code.
Tax administration in the field is conducted through 96 territorial units or
"departments." In each department, the different services are managed by
one director, Directeur des Services Fiscaux.
3
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In many areas, territorial units have been grouped into larger regions for
administrative purposes. A regional director may supervise several
departments.
1.03 Assessment and Control of Taxes
The assessment and control of taxes are handled by special administrative
units called Inspections Fusionnées d'Assiette et de Contrôle (I.F.A.C.). An
I.F.A.C. is divided into three main services:
1. Business taxation. In this service, the inspectors determine and
examine periodically the taxes payable by businesses. Examinations
may also be carried out by interdepartmental inspectors, who may
specialize in certain businesses.
2. Individual taxation. This service determines and examines noncommercial activities, farming profits, and, in general, the larger personal
incomes.
3. Real estate taxation. This service determines and examines gains and
profits on real estate realized by individuals as well as taxes paid on
transfers of fixed assets and goodwill.
Other services deal with local taxes and small personal incomes.
1.04 Collection of Taxes
Local tax collectors are responsible for the collection of direct taxes, such
as personal and corporation income tax, property tax, business license tax,
and local taxes. Registration duties and value added tax are collected by
the service responsible for the assessment.
1.05 Administrative and Judicial Review
A taxpayer may contest an assessment made by an examining agent or
inspector. The agent has authority to recommend the correction of
erroneous assessments and also to arrive at compromise settlements.
Either the taxpayer or the tax inspector may resort to the Departmental Tax
Commission in case of inability to resolve a tax dispute. Although this step
is optional, a tax dispute is usually first taken to the Commission by either
the taxpayer or the inspector. The Commission's determination is limited
to questions of fact. Neither the taxpayer nor the tax administration can be
bound by a decision of the Commission, but the determination affects the
burden of proof in later proceedings if the dispute is further appealed.
No direct appeal can be taken to the courts from the Commission's decision, but the taxpayer may, regardless of the basis of the assessment, protest to the Directeur des Services Fiscaux.
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The taxpayer may, in his protest, challenge the validity of the basis of the
assessment or claim the benefit of any statutory right to which he is
entitled. If the taxpayer wishes to defer payment of the contested tax
liability, he must, at the time of protest, request postponement and give an
acceptable guarantee. In practice, it is customary for him to pay the
assessment within the statutory period after its issuance and then to claim
a refund. The Directeur des Services Fiscaux must act upon this protest
and the taxpayer may appeal against the Directeur's decision before the
Administrative Tribunal within two months following notification of the
decision. The taxpayer may also petition the Administrative Tribunal if the
Directeur des Services Fiscaux does not make his decision known within
six months from the date of the complaint. The decision of the Administrative Tribunal may be appealed to the Council of State (1.01), the highest
court for tax matters.
Court decisions and awards are published regularly in reports and periodical magazines, and comments thereon by tax experts are published
similarly.
1.06 Taxes Imposed by Local Authorities
The national government levies, administers, and collects local taxes, the
proceeds of which are paid to local authorities.
The enactment of these taxes is a prerogative of Parliament (1.01), but the
determination of the rate of certain compulsory local taxes is delegated to
the local authorities. In addition, local authorities have some discretion in
imposing certain minor taxes.
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France

Distinctive Features of the
French Tax System
2.01 Summary
Income taxes represent a lesser proportion of the national revenue in
France than in the United States. In 1978, income and payroll taxes represented about 38%, taxation of consumption about 48%, and other taxes,
together with customs duties, approximately 14% of total fiscal revenues.
Income taxes were introduced in France in 1914 and, until 1948, were
based on a schedular system, which was supplemented by an overall
progressive tax on combined income from the various schedules.
In 1948, the schedular system was replaced by a fixed income tax rate, and
a graduated surtax was enacted in lieu of the tax on combined schedular
income. Also, corporation income tax was introduced for the first time.
In 1959, the fixed personal income tax rate and the surtax were replaced
by a single income tax on individuals. In addition, a supplementary tax was
imposed on several types of income, generally those that did not have to
be reported by a third party. This supplementary tax was discontinued in
1971, but the same system with certain modifications is still in force today.
Of the consumption taxes, the most important is the value added tax
introduced in 1954. In addition, there are customs duties and excise taxes
on specific commodities. Other taxes include property taxes, business
licenses, registration duties, and employment taxes.
2.02 Classification of Taxpayers
Broadly, taxpayers are divided into those taxable as individuals, which
include certain partners, and those taxable as legal entities, which may
include certain partnerships.
Although each individual legal entity is separately taxable, special
authorization may be obtained for assimilating 95%-owned French subsidiaries of a French corporation into branches for the purposes of corporation
tax. Similarly, certain French subsidiaries may be included in a consolidated group tax return (2.03).
A brief description of the most common types of legal entity follows.
General Partnership. A general partnership comprises two or more
partners with unlimited liability for all debts and obligations of the partnership. General partnerships are not taxed as separate legal entities, and
accordingly, partners are taxed directly on the share of the profit attributable to them. Such partners, therefore, are taxed according to the normal
sliding scale (Rate Tables). However, such partnerships may elect to be
treated as corporations for taxation purposes.

6

Deloitte Haskins & Sells

France

Considered as independent workers, the partners are subject to contributions to family-allowance, retirement, and sickness funds. The contributions and corresponding benefits vary according to the partner's share of
the profits.
The remuneration of partners is not deductible from the profits of the
partnership, but is treated as part of their share in the partnership profits.
Limited Partnership. A limited partnership (société en commandite) consists of one or more general partners with unlimited liability and one or
more limited partners whose liability is restricted to their capital contribution.
Some limited partnerships issue shares to their limited partners, who are
then substantially in the same position as shareholders of a corporation,
although this type of company is not common. The profits of share-issuing
limited partnerships and the profits of other limited partnerships, applicable to their limited partners, are subject to corporation tax (9.01).
Corporation. A corporation (S.A.) is similar to a publicly owned corporation in the United States. It must be registered with the Commercial Registry and must have at least seven shareholders. Its share capital must be at
least F 100,000*.
The share capital of a corporation must be fully subscribed and issued on
incorporation. At least 25% of the par value of shares subscribed for in
cash must be paid in upon subscription and the remainder within five
years.
Its Board of Directors must have a minimum of three and a maximum of 12
members. Instead of such Board, it may have a Directorate of from one to
five members and a Supervisory Council of from three to 12 members. A
general meeting of shareholders must be held annually and a statutory
auditor must be appointed.
Limited Liability Company. A limited liability company (S.A.R.L.) is
generally a closely held corporation. It must be registered with the Commercial Registry and must have not less than two nor more than 50
shareholders. Its capital must be at least F20,000, and shares may not be
transferred without the consent of a majority of shareholders owning at
least 75% of the capital, except for transfers among shareholders. One or
more managers must be appointed, who do not have to be shareholders. A
meeting of the shareholders must be held annually. A statutory auditor is
required only if the share capital exceeds F300,000.
*F stands for French francs.
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2.03 The Principle of "Territoriality"
Profits from corporations are subject to tax only to the extent that they are
realized in France. This is the principle of "territoriality." Thus, net operating income derived from the business activity of a permanent establishment abroad, or from operations that "constitute a complete cycle of
operations outside France," is not, in principle, subject to corporation tax.
However, profits made, directly or indirectly, in tax-haven countries may
be taxable in France under certain circumstances. The amount of income
attributable to French and to foreign sources is determined as if the transactions had been carried out under normal commercial terms with an independent party abroad. The same principle should be used in allocating
expenses against French taxable income, whether the expenses are incurred in France or abroad. If the books and records of the taxpayer do not
provide an acceptable basis for such allocation, the tax authorities may
estimate the income that the taxpayer would have earned on the basis of
his activities in France.
Under the same principle, losses incurred abroad are not usually deductible in France. However, the Ministry may allow French companies either
(1) to declare their worldwide income on a company basis, i.e., including
foreign branches' income, or (2) to submit a consolidated group tax return
(including foreign branches as well as French and foreign subsidiaries). For
this purpose, a subsidiary is defined as a company over which the parent
has at least 50% control. Whether the company qualifies for the worldwide
or the consolidated regime, the credit allowed for income taxes paid in
foreign countries is the lesser of the corporation tax paid abroad or the
theoretical French tax computed under French tax rules. In addition, this
tax credit is subject to a per-country limitation where the worldwide
regime is applicable.
Generally, foreign investment income (dividends and interest) is not
excluded from French corporation tax under the principle of territoriality.
However, such income may be exempt if it is attributable to the operations
of a permanent establishment abroad.
2.04 Tax Incentives
Many tax incentives are available. Some of these incentives are not permanent, but vary with changes in the economy. Among the major incentives
are the following:
a. Exceptional depreciation of 25% of the cost of industrial and commercial buildings may be taken in the year of acquisition. The balance of the
cost may be depreciated over the useful life of the asset. To qualify for
this incentive, authorization must be obtained from the government.

8
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Similarly, corporations engaged in scientific research may deduct
exceptional depreciation of the cost of buildings up to 50%, under certain conditions. In addition, independent small and medium-size corporations are entitled to deduct exceptional depreciation of 50% of the
cost of research equipment in the year of acquisition.
b. Under the Regional Development Plan, France was divided into zones.
The Plan provides for industrial development grants varying from 6% to
25% of the cost incurred for the creation, reactivation, or extension of an
industrial enterprise outside the Paris area. The minimum amounts of
investment and the number of jobs created that are required to qualify
for industrial development grants depend on the size of the town where
the investment is made. They vary from F300,000, where 10 permanent
jobs are created, to F10,000,000, with the creation of 100 jobs. Grants
for industrial investment exceeding F10,000,000 are subject to different
rules. These grants must be negotiated in each case. Similar grants,
which may reach 25%, are made to companies that locate their headquarters or research establishments in development zones. The grants
are included in taxable income, but the tax may be paid over the life of
depreciable assets acquired or over ten years if the assets acquired are
not depreciable. However, only 50% of the amount of grants obtained in
1979 and 1980 is to be added to taxable income.
c. Industrial enterprises may qualify for a 10% deduction from taxable
income in respect of additional capital investment in depreciable fixed
assets made in 1979 and 1980. The deduction is based on the net
increase between 1978/1979 and between 1979/1980. To qualify for
the deduction, at least two-thirds of the corporation's fixed assets,
excluding building and nondepreciable assets, must qualify for the
declining-balance method of depreciation.
d. Government loans at low interest rates may be granted from a special
Treasury account to business concerns making certain investments
under official Development Plans. In some cases, the government will
give interest-free grants or guarantee loans from private institutions.
e. The French tax system encourages consolidation and specialization of
enterprises. Thus, special tax treatment is accorded to corporate
mergers, reorganizations, and divisions (13.04).
f. An enterprise may receive up to 60% of expenses incurred for moving
out of Paris, with a maximum allowance of F500,000. The area of
vacated industrial buildings within the Paris region must not be less
than 500 square meters.
g. Corporations entitled to other tax incentives may, in certain circum-
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stances, be entitled to a reduction from 16.6% to 4.8% in the transfer tax
on real estate purchased (13.05), and they may obtain a partial or total
exemption from the business license tax (13.03) for a period of five
years.
h. Depreciation rates may be increased under certain conditions in respect
of energy- and raw-material-saving equipment, subject to a decliningbalance method of depreciation.
i. Small industrial enterprises formed between June 1, 1977 and January
1, 1981 are taxed on only two-thirds of their profits in the year they are
formed and in the following four years. Alternatively, these enterprises
may be exempt from income tax on profits that are ploughed back into
the business during the first year of activity and the following two years.
The reliefs apply only to enterprises that meet certain criteria (fewer
than 150 employees, turnover less than F30 million, and machinery
representing two-thirds of depreciable assets excluding buildings). The
reliefs are not available to companies which are more than 50% controlled, directly or indirectly, by other companies.
j. Newly formed corporations and those increasing their capital between
January 1, 1977 and December 31, 1981 may deduct, from taxable
income, dividends paid in the following seven years up to 7.5% per year
of capital subscriptions made in cash. A similar deduction is available,
under certain conditions, for share capital increases resulting from the
capitalization of controlling shareholders' current accounts.

10
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Tax Rates
3.01 Individuals
Personal income tax is imposed upon the income of individuals, including
their share of income from partnerships that have not elected to be taxed
as corporations (2.02). The rates of the regular personal income tax are
graduated as set out in the Rate Tables. However, because of income splitting (10.01) and the various allowances and credits allowed against
income, such as salary and dividends, the effective rates are often lower
than those in the Rate Tables (6.06, 10.03 and Appendix D).
For certain types of interest income, taxpayers may elect to be taxed at
source through a fixed withholding tax instead of the regular income tax
(5.03).
Minimum withholding taxes apply to various types of income paid from
French sources to nonresidents (Rate Tables).
3.02 Corporations
Corporation income tax is imposed upon corporations, foreign branches,
and partnerships that have elected to be taxed as corporations. The standard rate is 50%, reduced to 15% for long-term capital gains (6.11). A
special tax of 25% exists for capital gains on land for construction. Also,
various rates may be applied to construction profits (6.11).
Certain special reductions or exemptions are available, as explained in the
section on tax incentives (2.04).
Corporations are also subject to a lump sum tax of F3.000 per year. This is
a minimum tax, which may be deducted from subsequent corporation tax
payments. Consequently, the minimum tax affects only those corporations
that have no taxable income. The minimum tax payment may be deducted
from corporate tax payments up to December 31 of the second following
year (4.05). Newly created companies are exempt from this tax during the
first three years of their existence.
Withholding taxes are applicable to certain dividend payments (6.06) or
foreign branches' income (5.07). The Rate Tables show the main withholding taxes applicable to nonresidents.
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Returns, Assessments, and
Payment of Tax
4.01 Returns and Assessments
Individuals. Individuals subject to individual income tax must file a
detailed annual income tax return with the Inspector of Taxes of their district. The returns are due within two months following the close of the
calendar year, that is, before March 1. Individuals engaged in business may
adopt any fiscal year, but their tax returns must be filed no later than
March 31 of the following year. Taxable income is that of the fiscal year
ending within the calendar year.
Nonresidents must file a return if they have taxable income from French
sources other than income which has been fully taxed at source. Personal
income tax is computed by the tax administration and the amount is communicated to the taxpayer in a formal notice of assessment.
Legal Entities. Legal entities subject to corporation tax, including
branches of foreign corporations, must file their annual return with the
Inspector of Taxes of the district in which their registered office is located
within three months of the close of their fiscal year. Detailed schedules and
financial statements must be attached to the return. Any tax liability must
be computed on the basis of these returns. Unlike individuals, legal entities
must pay the tax directly, without notice of assessment. Such entities may
change their accounting period; but if such a change were to result in no
closing taking place during a full calendar year, a return should be filed for
the period ending December 31 falling within the extended accounting
period.
4.02 Assessment by Way of Estimate
For noncorporate businesses with turnover not in excess of F500,000 for
trading activities and F150,000 for services, income may be assessed on
an estimated basis. Industrial, commercial, and farming profits, as well as
income from noncommercial activities, may be estimated on the basis of
the profit that the taxpayer would realize under ordinary circumstances
without regard to nonrecurrent gains or losses. The estimate is usually
made by the tax inspector and submitted to the taxpayer for agreement. In
case of disagreement, the matter is referred to the Departmental Tax
Commission.
Assessment by way of estimate can also be adopted whenever the income
shown in the income tax return filed by the taxpayer is lower than the
presumed income calculated from the official indices issued by the tax
administration with respect to the apparent signs of wealth, such as number of cars, yachts, residences, servants, etc.
Unilateral estimation may be made by the tax administration in any case in
which the taxpayer has failed to file a return or has filed a grossly inadequate return.
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4.03 Examination of Income Tax Returns
Returns may be examined and, if necessary, corrected by a local tax
inspector who has the right to examine the accounting records of the current year and the four preceding years. The inspector may ask for explanations and propose adjustments. The taxpayer must answer within a
specified period. If an agreement is not reached, the contested matter may
be submitted to the Departmental Tax Commission for a determination of
the taxable income (1.05).
If the books are not properly kept so as to reflect income clearly, or if the
taxpayer fails to answer the inspector's request for explanation, or does
not allow the inspector to conduct an examination, taxable income may be
determined by way of an arbitrary estimate.
4.04 Exchange of Information Between Countries
An EEC (European Economic Community) directive, effective as of January
1, 1979, provides for the exchange of information between the fiscal
authorities of member states. The directive specifies that where the tax
authorities of a member state have grounds for believing that multinational
groups are transferring profits to avoid taxation, relevant information
should be communicated to the authorities of the other member states
concerned. The French tax authorities consider that the requirements of
the directive are broadly in compliance with French rules. Several tax
treaties provide for limited exchange of information with other foreign
countries outside the EEC.
4.05 Payment of Tax
The notice of assessment (4.01) indicates the amount of personal income
taxes due by the taxpayer and the date of payment.
The individual taxpayer must make two estimated income tax payments if
his income tax for the preceding year exceeded F750. The payments are
due February 15 and May 15, and each payment amounts to one-third of
the prior year's tax. The balance of the actual assessment after deducting
the estimated payments is generally payable in September or October after
notice has been received. Monthly payments on account are now optional;
these monthly payments represent one-tenth of the prior year's tax.
Corporations must make four payments representing 90% of the previous
year's tax, not later than the 15th day of March, June, September, and
December. The four payments are distributed as follows: one-fifth each for
the first and fourth payments; one-quarter each for the second and third
payments.
The corporation's annual tax return must be filed within three months after
the end of the accounting year, and the balance of the tax payable is due
15 days later without notification from the authorities.
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Individuals or legal entities may be exempted from estimated income tax
or may reduce these payments if it appears that the current year's income
might be less than the prior year's or if a loss is foreseen. However, if such
reduced payments are short by more than 10% of the actual tax payable, a
10% surcharge is added to the unpaid amounts.
The minimum tax of F3,000 (3.02) is due not later than March 1.
4.06 Interest and Penalties for Late Filing and Late Payment
Taxpayers may be subject to penalties which vary according to the nature
of the offense and the good faith of the taxpayer.
Failure To File Returns or Late Filing. Failure to file returns on the due
date renders the taxpayer liable to fines which may be greatly increased if
the taxpayer ignores subsequent notifications.
Failure to file a document related directly to the establishment of the
amount due may result in a penalty at the rate of 0.75% a month of the
additional tax due, with a minimum penalty of 10% in certain cases. A
penalty of up to 100% of the amount due may be assessed for noncompliance with notifications. No penalty is assessed if the additional income
is less than 10% of the total taxable income as corrected.
An arbitrary assessment may be made by the authorities after 30 days
have elapsed since the first notification.
Omission of Income or Inaccurate Returns. The taxpayer who has not
acted in good faith by omitting income or filing inaccurate returns is liable
to severe penalties of up to 200% of the tax payable in cases of deliberate
attempt to defraud. Good faith is presumed, and the tax administration has
the burden of proving the contrary. Interest may be payable at the rate of
0.75% per month for corporation tax and assessed personal income tax,
and at 3% for the first month and an additional 1% per month thereafter for
other taxes.
Late or Insufficient Payment of Tax. Where the taxpayer fails to pay corporation tax, or an individual income tax after receiving an assessment, the
penalty is 10%. For other taxes, he is liable to a penalty of 3% for the first
month and an additional 1% for each subsequent month.
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Withholding Taxes
5.01 General
A law of December 29, 1976 provides a withholding tax for salaries earned
in France by nonresidents (Rate Table 3). There is no income tax withheld
at source on salaries paid to residents. Provisions for other withholding
taxes are outlined in this chapter.
5.02 Dividends
No tax is withheld on dividends paid by a French corporation to French
residents. A special tax (précompte) levied on dividends in certain circumstances is discussed at 6.06.
Dividends distributed by French companies to nonresidents are subject to
a withholding tax, generally at the rate of 25%; but tax treaties may stipulate lower rates. The withholding rate on distributions to United States
shareholders is normally 15%; but it may be reduced to 5% when the recipient is a corporation owning at least 10% of the voting stock of the paying
company (11.01). An exemption is available, by special agreement, for dividends received from French investments by foreign countries, central
banks, international organizations, and public institutions.
5.03 Interest on Loans, Negotiable Bonds, and Bearer Notes
Interest on negotiable bonds and bearer notes is subject to a 10% withholding tax, except that the rate on bonds issued before January 1, 1965 is
12%. The amount withheld is added by the recipient to the net amount
received to arrive at taxable income. The amount withheld is then deductible from the tax payable.
Individuals residing in France who receive interest on certain loans may
elect to pay withholding tax at 38% (331/3% for certain loans made prior to
June 1, 1978) instead of at 10%, provided that the interest is not a part of
business income. This election excludes the interest income from any
additional income tax. This applies to bearer notes issued by banks.
Interest on debts, deposits, and current accounts, although generally
exempt from taxation at source, may be brought within the scope of the
election provided that the interest or capital is not automatically adjusted
with the cost of living. For controlling shareholders, the option can only be
made in request of loans up to F300,000.
The rate of 38% is reduced to 25% for French negotiable bonds issued with
the approval of the Ministry of Finance. There are also a few exceptional
issues which are totally exempt from tax.
When interest of any kind is paid to a nonresident, the 25% or 38% withholding tax generally applies. This rate may be reduced by tax treaties. A
rate of 10% (or 12% for bonds issued before January 1, 1965) applies when
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the interest relates to bonds or loans from foreign financial institutions and
is paid to a resident of a country with which France has concluded a tax
treaty (Appendix E). A complete exemption, subject to Ministry approval, is
available under certain conditions to French companies for their borrowings abroad. Also, a partial or total exemption is available, under certain
conditions, for interest paid to foreign countries, central banks, international organizations, or public institutions.
5.04 Royalties
Tax is generally withheld on royalties paid to nonresidents at the rate of
331/3%. This rate may be reduced by tax treaties. The treaty between the
United States and France provides that no tax is withheld on royalties on
artistic, literary, or scientific copyrights and that royalties or other payments for the use of patents, trademarks, and similar property, as well as
know-how, are subject to withholding tax at the rate of 5% of the gross
payment (11.01).
5.05 Other Services Rendered by Nonresidents
Payments for services, other than those described above, rendered by nonresidents are subject to withholding tax at a rate of 331/3%, unless otherwise provided by tax treaties.
5.06 Real Estate Capital Gains
Capital gains on real estate transactions realized by nonresidents are subject to withholding taxation at source (6.11).
5.07 Foreign Corporations with Trading Establishments in France
As a general rule, profits realized by foreign corporations through branches
or other permanent establishments in France are assumed to be distributed in full to shareholders who are not resident in France. As a result,
the net profit, after corporation tax, is subject to a distribution tax at the
rate of 25%, payable at the same time as the regular income tax. If,
however, in the following year the foreign corporation pays a dividend of
an amount less than the entire net profit of its French branch, or if part of
the dividend is paid to French residents, the corporation may request a
recalculation of the distribution tax and obtain repayment if due. Alternatively, the French branch may determine the amount of tax due based on
actual distribution to be made and may limit the tax payment accordingly.
More favorable terms may be available under tax treaties. For example, the
Franco-American treaty provides that the distribution tax is payable at the
rate of 10% on the net aftertax profit of the French establishment (11.01).
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5.08 Directors' Attendance Fees
Directors' attendance fees are not subject to withholding tax when paid to
French residents, but withholding tax at the rate of 25% is due on payments to foreign residents. This rate may be reduced by tax treaties.
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Income Subject to Tax
6.01 The Nature of Income—Nontaxables
Income is divided into categories (6.02), the taxation of which depends on
the status of the taxpayer and the nature of the activity carried on.
Individual income and corporate income are treated differently.
For assessment by way of estimate, see 4.02.
Generally, income is taxable when realized, that is, when placed at the taxpayer's disposal. The accrual method, however, is mandatory for business
income (6.04), whether conducted by corporations or individuals. For
income derived from professions and other noncommercial activities
(6.09), the accrual method is optional, except when these are undertaken
by a corporation.
Capital gains and losses are dealt with at 6.11.
Nontaxables. Some of the most representative types of income exempt
from tax are the following: foreign income, excluding investment income,
realized by legal entities subject to corporation tax, according to the principle of territoriality (2.03); academic prizes and awards; interest on some
government bonds specifically exempt by the Act authorizing the issue of
these bonds; social security benefits, in some cases; income accumulated
in employees' profit-sharing plans; damages and annuities paid under
workmen's compensation laws; annuities paid in lieu of damages for permanent disability; exclusion of F3,000 of fixed-interest income for
individuals; gambling winnings, unless realized in the conduct of a trade or
business.
6.02 Categories of Taxable Income
Taxable income is the total amount of all income, less deductions, realized
by individuals and corporations. For individuals, income is classified into
seven categories:
1. Income from land and buildings (6.03)
2. Business income (6.04)
3. Income from investments (6.05 and 6.06)
4. Remuneration of directors of certain closely held companies (6.07)
5. Farming profits (6.08)
6. Income from professions and other noncommercial activities (6.09)
7. Wages, salaries, pensions, and annuities (6.10 and 10.03)
For individuals, separate rules apply for determining the taxable income in
each category. Corporation income is not divided into separate categories
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and is generally taxed as income from business. Special rules are applicable to capital gains (6.11).
6.03 Income from Land and Buildings
Income from land and buildings means income derived from real property,
whether improved or not. However, income from property used in an
industrial, commercial, agricultural, or noncommercial activity is treated as
income from such activity.
Taxable income is computed by deducting from gross income the
expenses for repairs, salaries of caretakers, interest, property taxes, and a
fixed percentage deduction varying from 15% to 20% of gross income to
cover operating expenses, insurance, and depreciation.
No income is imputed from property constituting the principal residence of
a taxpayer; and related expenses cannot be deducted, except loan interest,
expenses of cleaning outside masonry, and certain expenses incurred in
domestic energy conservation, up to a maximum of F7,000, plus F1,000
per dependent.
6.04 Business Income
All income realized by an industrial or commercial enterprise, whether an
individual proprietorship, a corporation, or another legal entity, constitutes
business income, even though some items could fall within another
category, such as rental or royalty income.
The tax code defines income as the difference between the net worth of
the enterprise at the beginning and end of the year, except to the extent
that such difference is caused by capital contributions and other nontaxable receipts and by withdrawals by the owners or stockholders or by disbursements for purposes not connected with the business enterprise.
Individuals must distinguish their business income from income in the
other categories noted at 6.02. The distinction is important because
different rules for computation of net income apply to the different categories.
Taxable income is determined from the results of all transactions, but
gains on the sale or disposition of assets are taxed separately (6.11).
Specific rules exist for the valuation of the various balance-sheet accounts
and these may vary from generally accepted accounting principles.
Inventories. Inventories must be valued at the lower of cost or market
value. Market value is the price at which the goods can be sold, regardless
of replacement value. In determining cost, if actual cost figures cannot be
obtained, an approximation may be made using the average price of
purchases weighted over a period of time, depending on the normal cycle
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of inventory turnover. Neither LIFO nor FIFO is authorized by the tax
authorities, although LIFO is normally tolerated.
To the purchase price of goods must be added such related charges as
transit insurance, freight, brokerage fees, customs duties, and other
expenses incident to acquisition. For manufactured products, cost comprises all production expenses, including factory overhead. In some cases,
it is permissible to set up special reserves, which are deductible from gross
income (7.15).
The value added tax paid on purchases is not included in inventory when it
is recoverable in the normal course of business (13.01).
Transactions in Foreign Currency. Outstanding accounts receivable and
payable at the end of the year must be converted into French francs at an
official rate of exchange, which is based on the market rate. Profits or
losses on exchange are taken into account for the computation of commercial or industrial profits.
Details of deductible and nondeductible business expenses are to be found
in Chapter 7. Provisions peculiar to corporations are to be found in
Chapter 9.
6.05 Income from Investments
This category includes all kinds of investment income, such as income
from shares, negotiable bonds, loans, deposits, current accounts, bearer
notes, foreign investments, or directors' attendance fees.
For withholding tax on this category of income, see 5.02, 5.03, and 5.08.
Taxable income includes any tax credits represented by taxes withheld at
source in France. For foreign-source income, credits are those applicable in
accordance with the tax treaties concerned. In the absence of a treaty,
taxes withheld abroad must be deducted from taxable income without any
tax credit being available.
6.06 Dividends
Any distribution of profits by a corporation is treated as a dividend. This
includes liquidating distributions to the extent that they represent
accumulated earnings of the corporation.
Dividend income is, in principle, taxable in the hands of the shareholders.
However, since the profits from which the dividends were paid have
generally been subject to corporation income tax, French tax law contains
a number of provisions designed to mitigate or eliminate the resulting
double taxation.
Paid by Resident Corporations to Resident Shareholders. A resident
corporation is normally subject to income tax at the rate of 50%. When
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such income is distributed, shareholders who are resident individuals or
resident corporations are entitled to a tax credit of one-half of that tax. This
is accomplished by requiring the shareholders to include in their income
150% of the dividends received and allowing a direct credit against their
tax of 50% of the actual dividends received.
The credit is available even when the dividends are paid out of income
(such as capital gains or foreign branch profits) that is not subject to the
corporate tax rate of 50%; but the credit is then offset by a special tax (précompte) in the same amount (331/3% of the gross amount included in
income or 50% of the net amount distributed). This special tax is also payable if the dividend is paid out of profits retained for more than five years
before being distributed.
If the tax credit exceeds the amount of tax payable, an individual
shareholder may claim a refund, but no refund is available if the
shareholder entitled to the credit is a corporation. Special rules apply to
intercompany dividends (see below).
Paid by Resident Corporations to Nonresident Shareholders. Nonresident shareholders are treated essentially the same as resident
shareholders with respect to the tax credit of 50% of dividends received
from French corporations, if an addendum to an existing tax treaty so provides. Tax treaty addendums ratified so far are listed in Appendix E. Nonresident shareholders must generally apply to the French government for a
direct cash refund.
The United States addendum was effective January 1, 1970. United States
taxpayers that receive dividends on their portfolio investments in French
corporations are, as a general rule, eligible for a cash refund from the
French government as discussed above. However, a United States corporation directly owning 10% or more of the share capital of a French corporation is not eligible. If, for example, a French corporation declares a $100
dividend, an eligible United States shareholder would generally be entitled
to a net dividend of $127.50, but an ineligible shareholder would receive
only $85. In either case, French dividends are grossed up in a United States
income tax return and the French withholding tax on dividends may be
credited against the United States income tax as follows:
Eligible shareholder:
• Gross income, $150 ($100 from the French corporation and $50 from the
French government)
• French withholding tax, $22.50 (15% of $150)
Ineligible shareholder:
• Gross income, $100 ($100 from the French corporation)
• French withholding tax, $15 (15% of $100)
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Paid by Nonresident Corporations to Resident Shareholders. Dividends
received by a French resident from a nonresident corporation are taxable
without the allowance of the 50% tax credit. However, specific tax treaties
may provide for foreign tax credits to be allowed. The treaty with the
United States provides for allowance of a credit for the United States tax
withheld on such dividends.
Where dividends are received from a country not having a tax treaty with
France, any tax withheld at source can only be deducted from taxable
income in France.
Intercompany Dividends. French companies qualify for a parent-subsidiary privilege if they have an investment in a resident or nonresident corporation of (a) not less than 10% of the issued stock, (b) more than
F10,000,000, or (c) shares acquired in a merger approved by the Ministry of
Finance. In addition, the shares must have been acquired when they were
originally issued, or else the parent company must be committed to retain
them for not less than two years.
Under these conditions, dividends are excluded from taxable income to the
extent of 95%. Since dividends from resident corporations must normally
be grossed up 50% for the tax credit, the tax is actually paid on 7.5% of the
dividends received. The parent company may not use the tax credit against
its own income tax, but it may be applied against the special tax (précompte) that would otherwise be payable when it redistributes the dividends to its own shareholders. The effect of this is to pass on the benefit of
the tax credit to the shareholders of the parent company. In a similar manner, the foreign tax credit on dividends received from a foreign subsidiary
can be passed on to the shareholders of the parent company. Also, the
credit may be used against the withholding tax payable, if any, on
redistributions to foreign shareholders. For dividends received from United
States subsidiaries, the credit is 5% of the gross amount, or five ninetyfifths of the net dividends received in France by the parent corporation
(11.01). See 2.03 for taxation on a consolidated or worldwide basis under
which intercompany dividends are entirely eliminated.
6.07 Remuneration of Directors of Certain Closely Held Companies
The directors of certain closely held companies, together with directors
(gérants) of S.A.R.L. types of companies who, directly or indirectly, possess
a controlling interest, cannot get the benefit of the usual deductions
applicable to salaries (10.03), as only actual business expenses are
deductible.
6.08 Farming Profits
Taxable income includes profits derived from agricultural activities by
farmers or landowners who are personally engaged in the farming of rural
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land. When the annual turnover does not exceed F500,000, these profits
may be assessed by way of estimate (4.02).
6.09 Income from Professions and Other Noncommercial Activities
Noncommercial activities include the exercise of a profession and royalties
received from copyrights and patents. For withholding tax on royalties, see
5.04. Noncommercial activities also include any type of income that cannot be related to any other income categories. These profits may be
assessed by way of estimate (4.02) whenever annual receipts do not
exceed F175,000.
6.10 Wages, Salaries, Pensions, and Annuities
Taxable income includes wages and salaries with certain allowable
deductions (10.03). A F10,000 exemption is available for lump-sum payments on retirement (10.03,12.02).
6.11 Treatment of Capital Gains and Losses
General Rules for Commercial Activities. In France, real estate activities
are generally not considered business activities. Capital gains or losses
resulting from real estate activities are discussed in the next section.
A capital gain or loss realized on the disposal of fixed assets is classified as
short term or long term, depending on the type of asset and on the length
of time it has been held. A short-term gain arises on the disposal of an
asset held for less than two years, or on the disposal of an asset held for
two years or longer and qualifying for depreciation. For a depreciable asset,
a short-term capital gain must be recognized to the extent that the gain
arises out of depreciation deducted for tax purposes. When assets have
been revalued, under the 1959 official revaluation, the excess of the
revalued amount of depreciation based on cost is treated as a long-term
gain.
A long-term gain arises on the disposal of a nondepreciable asset held for
two years or more or of a depreciable asset held for two years or more on
that part of the capital gain in excess of the depreciation charged for tax
purposes.
Example:
Cost
Depreciation written off and allowed for tax purposes
Net value
Sale price after three years

F 100,000
70,000
30,000
110,000

Capital gain
Taxable on a short-term basis

80,000
70,000

Taxable on a long-term basis

F 10,000
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Short-term gains are subject to personal income tax at normal rates and to
corporation income tax at the regular rate of 50%. The tax may be paid at
once or the payment may be spread over three years.
Long-term gains are taxable at 15%, payable at the same time as the regular income tax. Corporations are entitled to this reduced rate only if the
long-term gain, less the tax, is credited to a reserve account. This reserve is
normally taxable if distributed to shareholders so that the total tax finally
paid would be 50% of the gain. However, the reserve may be exempted
from this additional taxation if the corporation is dissolved, or if the reserve
is incorporated into capital, or set off against losses.
Taxpayers with a long-term capital gain and an ordinary loss may offset
one against the other. As an alternative, they may pay the tax on the longterm gain at the 15% rate and carry the loss forward for five succeeding
years (7.03). Capital gains resulting from mergers are subject to special
optional rules (9.03).
Capital losses are considered long term when they arise from the disposition of a nondepreciable asset that has been held for two years or longer;
otherwise, they are short term. Short-term and long-term losses may be set
off against short-term and long-term gains, respectively. If the result is a
net short-term loss, it is deductible from the taxable profit of the year. If the
short-term loss exceeds such profit, it is treated in the same way as an
operating loss and can be carried forward for five years. A net long-term
loss cannot be deducted from other income except in case of dissolution
(9.03), but may be carried forward for ten years to be set off against subsequent long-term gains.
A provision credited to a reserve for impairment in the value of investments is treated as a long-term loss, and any reduction in such a reserve is
a long-term gain.
Rules for Individuals and Corporations Not Engaged in Commercial
Activities; Real Estate Rules. Gains from sales of most assets have been
taxable since January 1, 1977, except that gains from sales of stocks and
bonds have been taxable since January 1, 1979.
There are numerous exemptions including gains from sales of principal
residences, movable assets owned for more than ten years, real property
owned for more than 20 years, and building land owned for more than 30
years. Gold, silver, jewelry, paintings, etc., are taxed at a flat rate of 2%, 3%,
or 4% of disposal proceeds.
Gains from the sale of assets within one year of acquisition (two years for
real estate) are fully taxable. Gains on the sales of assets held longer than
those periods, but for less than ten years, are adjusted for inflation and
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taxed by adding one-fifth of the gain to income and multiplying the resulting additional tax by five. The liability may be paid by instalments over five
years.
Gains on Securities. Capital gains derived by individuals from the disposal of quoted securities are taxable as follows:
1. If the taxpayer carries on
a. Speculative transactions, such as purchasing on margin with borrowed money, or conditional transactions, such as trade in options,
or
b. Yearly transactions (sales and purchases) exceeding 160% of the
value of securities held on December 31 of the preceding year, provided that the sales exceed F100,000 per annum.
When the capital gains exceed the taxpayer's other income, the tax is
payable at the normal progressive rates on the total combined income;
when the capital gains are less than other income, the tax is at 30%,
unless the taxpayer elects to be taxed at the normal progressive rates.
2. If the taxpayer's transactions do not fall within the above definitions,
but the annual value of the sales exceeds F150,000 (with some exceptions), the capital gains are subject to taxation at a fixed rate of 15%.
Taxable gains represent the difference between net selling price and
average purchase price of all units of the security concerned. Certain transitional rules apply to securities acquired prior to January 1, 1979. Capital
losses arising from the disposal of securities are only deductible from
capital gains of the same nature incurred during the same year or the five
following years.
Other capital gains on the sale of securities are exempt. However,
shareholders who have owned 25% or more of the issued capital at any
time during the five years preceding disposal are subject to tax at 15%.
Real Estate Gains and Losses. Gains from sales of real estate held for
more than two years, but less than ten years, and which are of a speculative nature are taxable as ordinary income. However, acquisition cost and
expenses can be revalued to determine the gain. Gains from the sales of
real property and building land held for more than ten years are, in addition
to being adjusted for inflation, reduced, respectively, by 5% and 31/3% for
each year they have been owned in excess of the tenth year.
Gains and profits on the development of residential properties are taxable
at a flat rate of 331/3% on that portion of the profits not exceeding F400,000
earned over a four-year period.
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Real estate capital losses are not deductible from either capital gains or
total taxable income.
Taxation of Nonresidents. In the absence of a double-taxation agreement, taxpayers whose residence or registered office is outside France are
subject to a 331/3% tax on capital gains from real estate transactions. This
rate also applies to gains and profits realized by nonresident foreign
individuals and corporations on the development of residential properties.
A 50% levy is, however, applicable to profits of property dealers and promoters, together with construction profits from nonresidential property of
all nonresident foreign individuals.
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Deduction Items
7.01 Business Expenses
Generally, ordinary expenses necessary for the conduct of a trade or business are deductible. However, certain expenses are not deductible (7.16).
Controls have been established over payments for interest and royalties, as
well as services, fees, commissions, etc., to companies and individuals in
countries that have favorable tax status (generally, tax haven countries). If
the French taxpayer cannot prove that the payments concern actual and
normal operations, concluded under normal conditions, the deduction may
be disallowed.
No deductions are allowed for payments to undisclosed persons by concerns subject to corporation income tax. In addition, any undisclosed payments are considered to be the net amounts after deducting individual
income tax at the rate applicable to the highest bracket of income. The
total tax charge that the corporation will bear is about double the net
amount paid.
Profits transferred, directly or indirectly, to related parties established
abroad may be added back to taxable income in France if the tax
authorities can prove the existence of such transfers. This applies to abnormal intergroup pricing, excessive royalties, interest-free loans, etc.
The following paragraphs explain the various categories of expenses and
the position adopted by the tax administration.
7.02 Depreciation
Depreciation is allowed for fixed assets actually used in the conduct of a
trade or business and must be shown on the summary of depreciation
attached to the annual income tax return.
Depreciation on fixed assets must be recorded at least at straight-line
rates, regardless of whether profits or losses are incurred. Otherwise, the
taxpayer will lose the right to deduct this depreciation from profits in subsequent years. (See Deferred Depreciation.)
Depreciable assets include intangible assets whose value declines with
the passage of time or by usage. The only fixed assets for which depreciation is not allowed are land and goodwill. Premiums on leases are not
depreciable, except in unusual circumstances.
Both the straight-line and declining-balance methods are permitted under
the conditions outlined in the following paragraphs.
Straight-Line Method. Depreciation is taken by equal annual charges
based on the cost of the asset, undiminished by salvage value, over the
estimated useful life of the asset. The cost or purchase price upon which
depreciation is taken does not include the turnover tax to the extent that it
is recoverable (13.01).
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Depreciation starts from the date of purchase. The first-year charge is
calculated on a pro rata basis. There are no statutory rates of depreciation,
but, in practice, the following rates are accepted by the tax administration:
Industrial buildings
Commercial and residential buildings
Machinery and tooling
Furniture
Motor vehicles (no depreciation on excess of cost
over F35,000 for automobiles)

3% to 10%
2% to 5%
10% to 20%
10%
20% to 25%

Special rates are applicable to certain industries. The use of higher rates
may be allowed on a showing of unusual circumstances, e.g., if plants are
in continuous production. Patents may be written off over their life.
Declining-Balance Method. The declining-balance method is permitted
for certain assets, including buildings whose estimated life is less than 15
years, hotel buildings, industrial and commercial installations (except
second-hand assets or assets for which the normal useful life is less than
three years, and except items for which first-year depreciation of 25% or
50% is claimed).
The annual depreciation charge is computed by multiplying the rate under
the straight-line method of depreciation by a statutory factor varying with
the estimated life of the asset, as follows:
1.5 for an estimated life of three or four years
2.0 for an estimated life of five or six years
2.5 for an estimated life in excess of six years
These factors were reduced by one-half a point for assets acquired between June 30, 1974 and April 1, 1975. They are increased by one-half a
point for qualifying energy-saving equipment.
Buildings used for scientific research may benefit from extraordinary firstyear depreciation of 50%, the balance being subject to straight-line
depreciation.
Exceptional depreciation of 50% is allowed on shares in research institutions approved by the Ministry of Finance. This depreciation may be taken
in the year of subscription to the shares. A similar depreciation is granted
to small and medium-size corporations for research equipment (2.04).
Deferred Depreciation. If a loss is incurred, the depreciation recorded in
the books for that fiscal period can be deferred for tax purposes and carried
forward indefinitely. This depreciation must be shown under the appropriate headings in the annual tax return.
Fixed Assets Revaluation. Enterprises may revalue their fixed assets during the first accounting year ended after December 31, 1976 and the three
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following accounting years provided that any surplus thus recorded is
placed in a special reserve which is not taxable. This revaluation is
obligatory for companies whose shares are quoted on the French stock
exchange or subsidiaries of companies quoted on the French stock
exchange qualifying for full consolidation. Additional depreciation arising
from this revaluation is not deductible for tax purposes. When the revalued
assets are sold, capital gains or losses are based on book values prior to
revaluation. Under certain conditions, the reserve for revaluation can be
used to offset prior years' tax losses.
7.03 Losses Incurred by Corporations and Noncorporate Taxpayers
Losses incurred in one year may be carried forward for five succeeding
years, but cannot be carried back.
The five-year limitation for carrying over losses does not apply to the
deduction for depreciation (7.02). The portion of an operating loss attributable to depreciation may be carried over separately from other losses and
indefinitely, until it can be offset against future income. See 9.03 for special
provisions applicable to mergers of corporations.
Net long-term capital losses are accounted for separately (6.11) and can be
carried forward for ten succeeding years.
For noncorporate taxpayers, a loss incurred under one category of income
may be set off against income derived from other categories, with the
exceptions of farming losses by a taxpayer who has other income in excess
of F40,000, losses incurred for certain accessory noncommercial activities
and, with a few exceptions, net losses arising from land and buildings. Any
loss remaining after combining income and losses from all categories may
be carried over for the five succeeding years. For capital losses, see 6.11.
7.04 Bad Debts
Business bad debts that become totally or partially worthless during the
accounting year may be deducted. Additions to reserves for bad debts are
deductible if they provide for losses on specific debts, but not if they are
based on a percentage of sales, age of receivables, or other similar
measurements. However, for export sales with credit terms of two to five
years, a percentage of up to 10% of open accounts may be used in setting
up a reserve for bad debts.
The value added tax paid by a business that is included in a debt must be
recovered by setoff against turnover tax payable (13.01). Such deductibility is subject to adequate disclosure in the turnover tax return.
7.05 Special Deductions Available to Certain Transactions, Depletion, and
Other Items Attributable to Mineral Extractions
Businesses engaged in prospecting for and producing oil or in extracting
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minerals in France may set up a deductible reserve for future development
calculated as follows:
a. 50% of net taxable income or 15% of gross receipts, whichever is less,
for mining enterprises
b. 50% of net taxable income or 23.5% of gross receipts, whichever is less,
for oil producers
The deduction becomes permanent if the reserve is utilized in the oil industry within the following five years and in mining enterprises within the
following three years. The reserve may be utilized either by actual expenditure for prospecting or by investing in corporations engaged in these
special activities. To the extent that the reserve is not so utilized, it
becomes income at the end of the three- or five-year period.
Creation of Foreign Establishments or Subsidiaries. Based on the principle of territoriality (2.03), foreign earnings are not taxed in France, and
the cost of setting up a foreign branch or subsidiary is not deductible.
However, to encourage French exports, subject to special agreement of the
Ministry of Finance, certain expenditures for overseas investments are
temporarily deductible, but must be restored to taxable income in equal
instalments over five years, starting in the sixth year after the initial expenditure. Commercial ventures (including selling entities and centers for
research or information) may deduct:
a. within Common Market countries—the lower of capital invested or
losses incurred during the first five years.
b. within other countries, but not tax havens—capital invested during the
first five years.
Industrial ventures are entitled to deduct one-half of their foreign capital
investments during the first five years, but only in countries approved by
the Ministry of Finance.
Other Transactions. Under certain conditions, special deductible reserves
may be set up by the following:
Newspaper and magazine publishers
Banks with long-term loans, or credits over one year for export sales
Insurance companies for exceptional risks (national disasters, atomic or
pollution risks)
7.06 Interest Expense
Interest on loans from unrelated lenders is deductible, provided an annual
information return is filed showing the names of the lenders and the
interest paid to each one.
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Interest on loans to an enterprise by its shareholders or partners, in addition to their capital contributions, is deductible if the rate of interest does
not exceed by more than two percentage points the lending rate charged
by the Bank of France. The average deductible rate was 12.50% for 1978.
For legal entities subject to corporation income tax, the deduction for
interest payments to controlling shareholders is allowed only on that part
of the loan (including bearer notes or bonds) that does not exceed 150% of
total paid-in capital. This latter rule applies to loans made to French companies by their foreign parent, but it does not apply to loans by French corporations to their subsidiaries under the parent-subsidiary relationship
outlined at 6.06. No deduction may be made unless the capital is fully paid
in. For withholding taxes on interest payments, see 5.03.
7.07 Remunerations, Salaries, and Wages
Reasonable compensation in whatever form paid, including benefits in
kind, employees' profit-sharing plans, and employers' savings plans, is
deductible. The tax authorities can challenge excessive remuneration paid
to management and senior employees of a corporation. The reasonableness of remuneration is measured by reference to the function and duties
of the employee, the size of the corporation, and the amounts paid by similar corporations for the same function.
Deductibility for tax purposes is subject to an appropriate detailed return
being filed. Remuneration paid to active officers and directors of a corporation is deductible. Remuneration of directors with a controlling interest in a
private limited-liability company is an allowable charge against the company's profits. Directors' attendance fees are also deductible within certain
limits.
Premiums paid by corporations for life insurance policies for the benefit of
employees are treated as additional compensation to the employees and
are deductible.
A strict control is exercised over traveling, entertaining, automobile
expenses, benefits in kind, and lump-sum allowances received by the five
or ten highest paid employees of a corporation (depending on whether the
company has more or fewer than 200 employees). A special return exists
for this purpose. In addition, the employer must declare the value of gifts of
any kind. If the amounts of such payments are deemed excessive, if they
increase more rapidly than profits, or if they exceed the profits, a proportion may be disallowed providing the corporation cannot furnish proof that
such payments were necessarily incurred for operating the business efficiently.
Generally, payments imposed by social security laws are deductible.
For remuneration of partners, see Chapter 2. For deductibility of
employees' profit-sharing and savings plans, see 12.02.
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7.08 Fees, Royalties, and Commissions
Deductibility for tax purposes of such expenses is subject to an appropriate detailed return being filed.
7.09 Taxes
Taxes (other than income taxes) incurred in the conduct of a trade or business are generally deductible. This applies to miscellaneous taxes, such as
payroll tax (Chapter 14), business license tax (13.03), registration duties
(13.04), and transfer taxes (13.05). Additional assessments and interest on
late payments of such taxes are also deductible.
The turnover taxes included in the purchases of assets, goods, or services
by a corporation subject to value added tax cannot be deducted (13.01);
they constitute part of the recoverable taxes to be credited against turnover tax payments.
No deduction is allowed for individual and corporation income taxes, and
for certain special taxes, such as the tax on automobiles owned or used by
corporations (13.08).
Since foreign income is generally not subject to tax (2.03), foreign income
taxes are not, as a rule, deductible. However, if foreign income is subject to
French tax, such as certain foreign investment income, any related foreign
income tax is deductible, unless the applicable tax treaty provides that the
foreign tax be credited against the French tax.
7.10 Casualty Losses
Losses actually suffered during the year resulting from theft, fire, and other
casualties are deductible.
7.11 Charitable Contributions
Contributions are deductible to the extent of 0.1 % of gross receipts if made
to officially recognized charities, with an additional deduction of up to
0.2% of gross receipts for payments to registered research institutions, private or public. Contributions in excess of the permissible percentages may
not be carried forward.
Compulsory contributions of employers to special funds, such as the
government housing scheme (14.04), can be deducted.
7.12 Advertising and Entertainment Expenses
Generally, advertising and entertainment expenses incurred for the conduct of business are deductible in the year of expenditure. Substantial
startup advertising expenses for the promotion of a new product may be
capitalized and amortized at the taxpayer's option within three years; but
they must be amortized to the extent of available profits.
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Lavish entertainment expenses, such as the cost of hunting and fishing
rights or the cost of maintaining country houses, are specifically disallowed. Expenses incurred for the purchase of certain alcoholic beverages
are also disallowed.
7.13 Organization Expenses
Expenses incurred for the formation, organization, reorganization, or
increase in capital of a business and incidental expenses for the acquisition of assets may be deducted in the year of expense or capitalized and
amortized over a number of years, generally five years; but they must be
amortized to the extent of available profits.
7.14 Insurance
Premiums paid on insurance policies covering ordinary business risks are
deductible. An employer may, therefore, deduct premiums paid on life,
accident, and disability insurance for employees if the employees can
name their own beneficiaries. If the insurance policy is taken out by a corporation against the risk of losing a key officer or a valuable employee, the
premiums are not deductible.
7.15 Inventory Reserves
Reserve for Inventory Price Fluctuation. Enterprises processing certain
specified imported raw materials traded on international markets, such as
copper, zinc, tin, and rubber, or raw materials purchased domestically
whose value is subject to international price fluctuations, such as scrap
metal and hides, are entitled to set up inventory price fluctuation reserves.
Such reserves can be established during periods of rising prices to provide
for possible price declines in the international markets.
The mechanics of computing such a reserve are complex. Generally, predetermined price variations are applied to an average inventory amount
(base inventory). This base inventory quantity is the average of a four-year
period determined by reference to the date a corporation began trading in
the specified raw materials. The base inventory can change when fluctuations in inventory levels exceed limits. The base inventory is valued at the
current year-end unit price of the raw material in inventory to obtain a total
valuation. The average world-market price during the six months preceding the end of the current year is then compared with the average worldmarket price during the base period. To arrive at the maximum possible
reserve, the total valuation is multiplied by the difference between these
two prices and divided by the average world-market price during the six
months preceding the end of the current year. To illustrate, assume a total
valuation of F3,000 at a current year-end unit price of F30, and a worldmarket average price of F18 during the base period, and F27 during the
current six months. The maximum reserve is then F3,000 X 9/27 or F1,000.
Any excess of this maximum over the balance in the reserve at the begin-
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ning of the year is deductible to the extent of net income before tax. Any
excess of the reserve over the maximum must be included in income. For
enterprises processing oil, the reserve cannot be more than 69% of this
maximum.
Reserve for Inventory Price Increase. For inventory items, other than
those for which a reserve for inventory price fluctuation is permissible (see
above), a reserve for inventory price increase is permissible. If any inventory item exceeds by 10% the cost of the same item in either of the two
preceding taxable years, the excess over 10% may be added to the reserve,
irrespective of whether the tax year is profitable or not. The deduction is
temporary. Any increase in this reserve must be added back to the income
of the sixth year following the tax year in which this reserve was set up,
except when the normal inventory turnover period exceeds three years, in
which case the period of deferment is twice the turnover period. For this
provision to be deductible from profits, it should be calculated separately
for each product.
The calculation is made using the lower price used in the opening balance
sheet of either the current or the previous year, and, if the computation is
made over two years, only the increase in the provision over the amount
provided in the preceding year for each product can be deducted in the
current year. If the provision is less than that already set up for a given product, no adjustment is required.
7.16 Nondeductibles
Listed below are some items that are not deductible for tax purposes, even
though they might be appropriate deductions for accounting purposes:
• Income taxes (including increases in prior years' taxes and interest on
failure to file, late filing, or late payment of nondeductible taxes)
• Fines and penalties
• Luxury entertainment expenses, such as hunting or fishing rights, country houses, and yachts (7.12)
• Payments to undisclosed persons
• Excessive compensation paid to corporate officers (7.07)
• Life insurance premiums on the lives of key employees when the payer
corporation is the beneficiary of these insurance policies (7.14)
• Charitable contributions to nonrecognized organizations or in excess of
the statutory limits (7.11)
• Interest payments at a rate in excess of a prescribed rate of interest or on
loans in excess of the permissible ratio of debt to equity (7.06)
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• Additions to reserves for contingencies or anticipated losses
• Additions to reserves for bad debts not related to specific debtors (7.04)
• Depreciation on that part of the cost of private cars exceeding F35,000
(7.02)
• Tax on touring vehicles shown as assets of corporations or used by them
• Reserve for the estimated annual vacation pay accured at the end of the
fiscal year
• Excessive attendance fees paid to directors
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Accounting for Income and Expenses
8.01 Accrual of Business Income and Expenses
Income and expenses of a trade or business must ordinarily be determined
on the accrual basis. However, the cash basis is frequently used for noncommercial activities carried on by individuals or partnerships.
Business income is made up of sales and all other revenues relating to the
fiscal period, whether or not actual payment has been received. Expenses
are similarly chargeable against income in the fiscal period to which they
relate, regardless of the time of payment.
8.02 Long-Term Contracts and Hire-Purchase Agreements
Recognition of a sale effected under a long-term contract, such as a construction contract requiring more than one year for completion, may be
postponed until the year of completion of the contract; but, the cost of the
work completed at the end of any period must be included in the closing
inventory of work in process.
Instalment sales must be included in the accounting period in which they
were made, regardless of the extended period of payment. Hire-purchase
agreements are usually treated as leased equipment, as long as the
purchase option is not raised. When the purchase option is raised, the
transfer of property is recorded.
8.03 Compulsory Chart of Accounts
Books of account, which may be subject to a tax inspection, must be kept
in the French language. A government-approved General Chart of
Accounts is compulsory for most businesses, and the year-end tax return
and accounts follow the same basic pattern and classifications.
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Provisions Peculiar to Corporations
9.01 Corporation Income Tax
The corporation income tax is levied on the taxable profits of corporations,
limited liability companies, and share-issuing limited partnerships (2.02).
Other limited partnerships are subject to corporation tax on the profits
applicable to limited partners. General partnerships and general partners of
limited partnerships may elect to be treated as corporations for tax purposes (2.01).
The profit, as adjusted for tax purposes, forms the base for the corporation
tax. The normal accounting profit must usually be adjusted in the following
manner:
Items to be added to the profits:
• Nondeductible charges (7.16)
• Portion of net short-term capital gains realized in preceding years for
which the deferred tax payment now falls due (6.11)
• Net long-term capital losses deducted in arriving at the profit [to be
excluded and treated separately (6.11)]
• Taxable portion of the reserve for inventory price increases [Each year's
addition to the reserve becomes taxable six years after its creation
(7.15).]
• Normal interest income on loans without interest or at reduced interest
by a French company to its foreign subsidiary (considered a "prima
facie" transfer of profits by the fiscal authorities)
Items to be deducted from the profits:
• Depreciation deferred in prior years (7.02)
• Tax loss carryover from the five preceding years (7.03)
• Profits realized outside France, unless election is made to include them
(2.03)
• Portion of net short-term capital gains realized during the year for which
tax payment has been deferred, and long-term capital gains which are
taxed separately (6.11)
• Net dividends received from subsidiaries, less 5% of gross amount (6.06)
9.02 Resident and Nonresident Corporations Compared
The nationality of a corporation trading in France depends, in general, on
the location of its registered office. Thus, corporations with foreign share
capital, but with their registered offices situated in France, are considered
to be French.
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Other establishments with fixed premises or a managing representative in
France, but retaining their original nationality, are subject to corporation
tax on income from French sources in almost the same way as French corporations (2.03). See 11.01 for treaty provisions.
9.03 Liquidations and Other Corporate Changes
On the dissolution of a corporation or partnership, untaxed profits and
profits for which the tax has been deferred (such as short-term capital
gains) are immediately subject to corporation tax or personal income tax,
as the case may be. For this purpose, all assets have to be valued at fair
market value in the final balance sheet. Gains arising from the disposal of
fixed assets are taxed according to the rules set out at 6.11. The
unrecovered balance of long-term capital losses that have arisen within
the previous ten years may be set off against the long-term capital gains
on the sale or the liquidation of the company. In addition, up to threetenths of any remaining balance of the long-term capital losses may be set
off against the final year's trading profit.
Mergers. Provided the following conditions are met, gains arising out of
mergers are not subject to immediate tax:
a. The absorbing company retains among its liabilities the untaxed
reserves derived from long-term capital gains.
b. Gains on the sale of fixed assets not subject to depreciation that are
taken over in the merger should be based on the book value shown in
the books of the absorbed company.
Where depreciable fixed assets taken over have a higher fair value than
their value in the books of the absorbed company, the absorbing company
is subject to tax at 50% on the excess, payable over a five-year period or
the remaining depreciation period of the assets if longer. Alternatively, the
absorbed company may elect to pay immediately a tax at 15% on the longterm capital gains realized on this category of assets. By electing a higher
basis, the tax on the gain may be offset by higher depreciation charges.
On mergers taking place before January 1, 1981, it is possible to transfer a
loss carryover (7.03) from the absorbed to the absorbing company if the
approval of the Ministry of Finance is obtained.
For registration fees payable on mergers, see 13.04.
9.04 Payment of Associated Corporation's Loss—Subvention Payments
Losses of an associated corporation are normally not chargeable against
profits of another corporation in the same group. However, subventions
that are paid by the latter can be deductible if it establishes its direct
interest in making such payments.
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In the case of a foreign associated corporation, subventions paid to its
French affiliate may be set off against losses of the affiliate. The same
situation applies to a cancellation of a debt granted by an associated
foreign corporation to its French affiliate. These transactions are generally
considered subject to value added tax (13.01).
9.05 Group Taxation
Group taxation is not a general rule in France, but a special authorization
may be obtained for group assessments as follows:
• Worldwide income (2.03), i.e., French company with French and foreign
branches
• French subconsolidated income (2.02), i.e., French company with 95%owned French subsidiaries
• Consolidated income (2.03), i.e., all French and foreign subsidiaries or
branches
9.06 Exempt Corporations
Besides certain public institutions, such as public schools or universities as
well as cooperative and nonprofit organizations, a number of other legal
entities are exempt from corporation income tax, particularly the following:
• Unit trusts (for capital gains or income derived from their investments)
• Finance institutions for oil research and extraction
• Certain property corporations (sociétés immobilières d'investissement),
generally after prior approval of the Ministry of Finance
9.07 Special Exemption for Overseas Departments
French enterprises which invest in overseas departments may deduct 50%
of such investments from their taxable profits in France. Mining industries
in the overseas departments of Martinique, Guadeloupe, French Guiana,
and Reunion Island may obtain the following special benefits until December 31, 1980, subject to prior agreement:
• A privileged long-term tax agreement
• Income tax exemption for up to ten years
• Total exemption from income tax for profits which are reinvested
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Provisions Peculiar to Individuals
10.01 General
Individual income tax is based on a family concept, which means it is
assessed on the global income of the taxpayer, his spouse, and the
children for whom he is legally responsible. The total income of a family is
divided by a number of parts according to the number of persons in the
group—one part for each spouse and one-half part for each child. Thus, a
married couple with two children would divide income into three parts.
Additional parts are assigned to single persons with dependent children,
and for disabled children. Dependent children must be under 18 years of
age; however, children over 18 may elect to be jointly taxed with their
parents [with tax savings of up to F8,600 (1978 income) per child] if:
• they are under 21
• they are students under 25
• they are performing their military service
The tax is then computed on a progressive scale on each part of income.
10.02 Itemized Deductions
The gross income in each category (6.02) is subject to itemized deductions
appropriate to that category. The deductions include employees' share of
social security and pension plan contributions. After the results of all
categories have been added together, certain supplementary deductions
are allowable, including interest on the first ten years' annuities on loans to
purchase a residence of up to F7,000 per year, F1,000 per dependent, loss
carryovers from the previous five years (7.03), some life insurance premiums, certain charitable contributions (7.11), and alimony payments.
A deduction of F3,000 per year is made from gross income derived from
negotiable bonds and bearer notes issued in France, providing no indexation exists for either interest or capital.
Individuals may deduct from their total net income the annual net
purchases of French shares (i.e., purchases less sales) made in the period
from June 1, 1978 to December 31, 1981, up to a limit of F5,000 a year,
increased by F500 for each of the first two children and by F1,000 for each
child thereafter.
Amounts deducted may be added back to the taxable income of each of
the following four years in case of decrease in net amounts invested.
10.03 Taxation of Employees
Remuneration for services rendered by employees under an employment
contract includes wages, salaries, pensions and annuities, as well as
meals, lodging, and tips. Remuneration paid to some active officers of corporations, including the chairman of the board, managers of limited
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liability companies having a minority interest in these companies, and
"commercial representatives" (distinguished from commercial agents)
who satisfy specific conditions provided for in the labor laws, falls within
this category of income.
Lump-sum expense allowances paid to directors and certain officers of
corporations are always taxable as individual income, whatever expenses
they are deemed to cover.
Wages and salaries are taxable when they have been paid or effectively
put at the recipient's disposal. Included in wages are all benefits and
bonuses, whatever their nature. However, lump-sum payments on retirement are exempt from tax up to a maximum of F10,000. Amounts received
under profit-sharing schemes or savings plans are also exempt. Noncash
benefits are taxable at their intrinsic value, but if the remuneration of the
employee does not exceed the social security ceiling (Rate Tables), the
valuation is fixed according to rules established by the tax authorities.
Salaried individuals enjoy the following advantages:
a. Deduction of 10% of the amount of wages and salaries is allowed for
business expenses, with a minimum deduction of F1,800 and a maximum deduction of F40,000 (as of January 1979) and the option of
claiming actual expenses, in which case any reimbursement of
expenses is included in the sum liable to tax.
b. Members of certain professions are allowed a deduction for professional
expenses varying from 5% to 30% of salary income, up to a limit of
F50.000 per annum. (F40,000 for 1979 income)
c. A further deduction is allowed of 20% of the sum after the above
deductions. However, this supplementary deduction is limited to a maximum of F72,000.
d. In addition, shareholders controlling more than 35% of the share capital
of a corporation are only entitled to a 10% deduction (instead of 20%) on
that part of their salary which exceeds F150,000.
e. Income tax is calculated on the amount now obtained [increased and
decreased by other income and deductions (10.02)].
10.04 Resident and Nonresident Individuals Compared
The tax position of foreigners with French-source income and the concept
of fiscal domicile was amended December 29, 1976. The law provides for
the abolition of the tax exemption (Article 164) granted to foreigners
domiciled in France with respect to income received from their country of
origin, provided that such income is subject to tax in that country.
The repeal of the exemption applies only for income earned as of January
1, 1979.

Deloitte Haskins & Sells

43

France

Persons whose fiscal domicile is in France are liable to income tax on their
worldwide income. Persons whose fiscal domicile is outside France are
liable for income tax on their French-source income.
For foreigners having their fiscal domicile in France, the situation is as
follows:
a. If there is no tax treaty, resident foreigners are taxable on their worldwide income and foreign tax is deductible from the taxable base for
French income tax purposes.
b. If there is a tax treaty, there are two consequences:
• Income which is not attributable to one of the contracting states is
taxable in France.
• Income attributable to the other contracting state, although exempt
from French income tax, is to be taken into account in determining
the effective tax rate applicable in France.
Nondomiciled taxpayers having French-source income are liable to tax on
this income. Withholding taxes are applicable to salaries, wages, and pensions, as well as noncommercial income, as explained at 3.01. In addition,
persons having a residence in France are taxable on a theoretical annual
income equal to three times the yearly rental value of that residence,
unless French-source income is higher, subject to any exemption afforded
by tax treaties.
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Relief from Double Taxation
of Foreign Income
11.01 Tax Treaties
France has signed tax agreements with a number of countries including
the United States. Although certain general rules often recur in different
agreements, it is necessary to refer to the relevant agreement to resolve
problems concerning any particular country. Certain details are noted
below regarding the Franco-American agreement, and the list of countries
with which France has negotiated general agreements is in Appendix E.
The agreement between France and the United States sets out the following rules (described below) for different categories of income.
Industrial and commercial profits of United States residents or entities are
taxed in France only to the extent that they are effectively connected with
a permanent establishment in France. The term "permanent establishment" means a fixed place in which business is carried on, but does not
include, among other things, a place maintained solely for the purpose of
purchasing goods or merchandise. If an enterprise carries on its business
through an agent who has authority to conclude contracts in its name or
who maintains substantial equipment or machinery in France for a period
of 12 months or more, it is deemed to have a permanent establishment in
France.
Income from land and buildings is taxed in the country where the property
is located.
Dividends paid by a French corporation to United States shareholders are
generally subject to a withholding tax of 15%. However, the rate of withholding tax is reduced to 5% if at least 10% of the voting shares of the
French corporation are owned by a United States corporation and not more
than 25% of the gross income of the paying corporation for the preceding
year consisted of interest and dividends (5.02). However, for this purpose
there is no such limitation or restriction on the amount of interest derived
in the conduct of a banking, insurance, or financing business, as well as
dividends or interest from subsidiaries when voting stock is at least 50%
owned by the French corporation at the time such dividends and interest
are received.
If dividends are paid to United States shareholders having at least a 10%
interest in a French corporation from profits subject to a special tax (précompte) (6.06), such shareholders are entitled to a refund of such tax, subject to withholding tax at the applicable rate of 15% or 5%. However, U.S.
shareholders whose holdings in the French paying corporation are less
than 10% (6.06) are generally entitled to receive a refund equal to 50% of
the gross dividend, less the withholding tax (l'avoir fiscal) whether the
special tax is payable or not.
Interest on bonds and bearer notes is subject to a withholding tax at the
rate of 10%, except that the rate is 12% on bonds issued before January 1,
1965 (5.03).
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Royalties on patents, trademarks, or similar property and payments for
know-how are subject to withholding tax of 5%. There is no withholding
tax on royalties on artistic, literary, or scientific copyrights (5.04).
Capital gains realized by a United States resident or corporation are subject to French tax if (a) the gain is on real property located in France, or (b)
the property giving rise to the gain is effectively connected with a permanent establishment or fixed base in France. In addition, if the taxpayer is
present in France for more than 183 days during the taxable year he is subject to French capital-gains taxation on items other than property.
Profits of a French branch of a United States corporation are subject to the
regular corporation income tax (9.01). The remaining profit, after such tax,
is subject to a withholding tax at the rate of 15% on two-thirds of such
profit. The effective withholding tax rate is, therefore, 10% (5.07).
Salaries from employment and income from independent personal services
earned in France by a United States resident are exempt from French tax
provided (a) the individual is not in France for more than 183 days during
the year, (b) the individual performing independent services does not
maintain a fixed base in France for more than 183 days during the year,
and (c) the employees' salaries are paid by an employer outside France and
are not borne by a permanent establishment of the employer in France. A
resident of the United States is not subject to tax on a theoretical annual
income based on the rental value of his residence (10.04).
11.02 Credit for Foreign Income Taxes
When income from foreign sources has to be included in taxable income,
the French tax law allows a credit against French income tax for foreign
withholding taxes on such income. If income is reported on a consolidated
worldwide basis (2.03), all income taxes paid to a foreign country can be
credited against French tax up to the amount of the theoretical French tax
(2.03).
The France-United States tax treaty provides, in general, that personal
income subject to United States tax under the treaty provisions is exempt
from French tax, except that France reserves the right to include such
income to determine the tax rate on other income.
United States nationals who are domiciled in France are taxable in France
on their U.S.-source investment income. In order to avoid double taxation
on such income an addendum to the treaty provides that the French
authorities will allow a credit against French tax equal to United States
withholding taxes applicable to French recipients and the United States
has agreed to treat such income as foreign-source income for U.S. purposes. (The overall U.S. tax is equal to withholding taxes mentioned
above.) The French tax basis is to be determined under French rules; the
result of which is that certain income which is exempt in the United States
may be taxable in France or vice versa.
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Pensions and
Other Employees' Benefits
12.01 General
As a rule, all compulsory contributions paid under the social security
system (14.05) and into pension plans (14.06) in favor of employees are
deductible for income tax purposes by the employer and are not taxable to
the employees.
Payments in favor of employees in excess of required contributions are
treated in the same manner, within certain limits. Complementary sickness
insurance for employees may not provide for reimbursement in excess of
95% of sickness expenses. Contributions to complementary retirement
plans, together with payments for old age insurance under the social
security system, may not exceed 19% of the employees' salaries.
12.02 Employees' Profit-Sharing and Savings Plans
Contributions to profit-sharing and savings plans can be made or reserves
set up for the benefit of employees. These contributions are deductible for
income tax purposes. Companies that normally employ more than 100 persons are required to create a profit-sharing plan beginning with the third
year of their existence, if their net profit after taxes exceeds 5% of net
worth (capital, reserves, and retained earnings). The profit-sharing provision is deductible for income tax purposes.
When the plan is in accordance with French law, a company is also
entitled to set up a tax-deductible reserve for investment in fixed assets.
The amount of the annual contribution to this reserve is limited to 50% of
the company's contribution to the profit-sharing plan.
The tax deductions for the contributions to the profit-sharing plan and to
the reserve are available in the year following the year in which the profits
were made.
Companies may create savings plans to enable employees to purchase certain quoted shares. The amount per employee for this purpose cannot
exceed F3.000 per year.
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Taxes on Sales,
Property, and Transactions
13.01 Value Added Tax (T.V.A.)
General. The value added tax (T.V.A.), created in 1954 for industrial production, was made much broader in January 1968, and finally amended as
of January 1, 1979, in order to adapt the French rules to the sixth EEC
Directive. At the present time, the T.V.A. is easily the most important tax,
representing about 44% of all tax receipts for the 1979 budget.
As the name indicates, the net tax is based on the value added by the taxpayer so that the cascading effect of turnover taxes, evident in some other
countries, is avoided.
It applies to persons who customarily or occasionally make purchases for
the purpose of resale, who manufacture or import goods, or who render
services relating to an economic activity. An "economic activity" comprises all activities of producers, traders, and persons supplying services,
and includes mining and agricultural activities as well as professional
activities. The exploitation of tangible or intangible property for the purpose of obtaining income therefrom on a continuing basis is also considered as an economic activity, but the tax is not applicable to services
rendered by an employee to his employer.
Taxable Transactions. The general rule is that all transactions are subject
to value added tax, unless specifically exempt. Therefore, all supplies of
goods as well as all supplies of services are subject to the T.V.A. "Supply of
goods" means any transfer of the right to dispose of tangible property as
owner. Any transaction which does not constitute a supply of goods is
deemed to be a "supply of services." The distinction between these two
types of transactions is essential in order to determine where the taxable
transaction takes place, how to apply the principle of territoriality, and how
to recoup the incoming T.V.A.
The major exempt transactions are:
• Insurance and reinsurance transactions, including related services performed by insurance brokers and insurance agents
• The leasing or letting of immovable unfurnished property when such
property is not included in the assets of a business
• The granting and the negotiation of credit or credit guarantees, and
transactions concerning deposit and current accounts
• Hospital and medical care as well as the provision of medical care in the
exercise of the medical and paramedical professions
• Certain services closely linked to education, sports, or physical education
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• Transactions subject to registration duties (13.04), the tax on transfers of
property (13.05), as well as estate and gift taxes (Chapter 15) are not
subject to value added tax.
In some cases, where these exemptions are applicable, the option to elect
to pay T.V.A. exists, which affords the possibility of offsetting T.V.A. incurred on the taxpayer's own purchases and avoids the payment of salary
tax (14.02).
Principle of Territoriality. Any nonexempt transaction is subject to T.V.A.,
provided that the place of the transaction is located in France. The location
is determined as follows:
1. Supply of goods. The sale of goods is subject to tax if the goods are
located in France when dispatch or transport to the person to whom
they are supplied begins (with the exception of exports). Where goods
are to be assembled or installed in France, their delivery is subject to
T.V.A. However, when the destination of sales is outside France
(exports), T.V.A. does not apply. Services directly linked with exportation are also exempt from T.V.A. Importations of goods, on the other
hand, are taxable transactions.
2. Supply of services. It is taxable if the supplier is established in France.
This rule is subject to many exceptions. The main services subject to
such exceptions are summarized below:
a. Rental of tangible movable property is taxable if the asset is utilized
in France, except for the rental of transport equipment, which is subject to tax if the supplier is located in France or outside the EEC.
b. Services connected with immovable property are taxable if the property is located in France.
c. Transport activities are taxable on that part of the distance covered
in France.
d. Services relating to cultural, artistic, sporting, scientific, educational
and entertainment activities, as well as appraisal services on movable tangible property are taxable if these services are actually performed in France.
e. Most professional services actually performed, such as advertising,
auditing and engineering, are subject to various exceptions resulting
in T.V.A. liability if:
(1) Supplier and client are in France
(2) Supplier is in France and client is in an EEC country where he is
not subject to T.V.A.
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(3) Supplier is abroad and client is in France
(4) Supplier is outside EEC and client is in France without being subject to T.V.A., and the service is used in France.
Tax Basis and Rates. T.V.A. is computed on selling price before adding
the tax itself. The taxable amount is arrived at after deducting discounts
and allowances, but including packaging and similar charges. The tax on
imports is based on the customs price, plus the various expenses connected with importation, such as import duty, commissions, packing,
transport, and insurance costs incurred up to the first place of delivery
within France.
The normal tax rate of 17.6% applies to all items for which there is no
special rate. An increased rate of 331/3% and a reduced rate of 7% apply to
many items; see Rate Tables.
Tax Recovery. The net tax liability is based on the excess of the sales
price of a product or service over the purchase price on which tax has been
paid by the vendor or supplier of services. The tax payable is the amount of
tax due on sales, reduced by the tax incurred on purchases, general
expenses, and fixed assets employed in production. Tax recoverable on
purchases in the latter two categories is restricted to the ratio of the
aggregate taxable sales plus exports to the total turnover.
The value added tax payment is computed by offsetting the tax due on the
sales of one month by the tax incurred on the purchases of the preceding
month. However, tax incurred on the purchase of fixed assets is offset
against the tax due on sales of the month in which the assets were
purchased.
There is no tax recovery on purchases of goods and services not used in
business or manufacturing, such as items used personally by the owner of
the business. Also, the following items are specifically excluded from tax
recovery, subject to certain exceptions:
• Expenses connected with housing or lodging of employees
• Entertainment, restaurant, and food expenses
• Cars or vehicles used by employees
• Oil products, unless used in a manufacturing process
• Gifts
Returns, Assessments, and Payment of Tax. Value added tax returns
are filed and the tax is paid monthly, except that quarterly returns are
allowed when the amounts due are not in excess of F500 monthly.
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When taxable transactions are made in France by foreigners with no permanent establishment the tax must be paid on their behalf by an
authorized representative who has to file returns on a regular basis; alternatively, customers may pay the tax on behalf of their foreign supplier.
As a result of the various rules for determining the tax due, taxpayers may
have a tax credit at times. This might arise particularly when a company
starts operations and builds up its inventories or purchases important fixed
assets. An application for refund of tax credits may be made whenever the
credit at the end of a quarter exceeds F5,000 and a credit existed at the
end of each month during the quarter or at the end of a year when the
credit was at least F1,000. An important exception exists for companies
that were in existence in 1971. These companies cannot request a refund
for credits not in excess of a reference credit calculated as follows:
3/4 X 1/12 of the accumulated 1971 monthly credit balance
Exporters are permitted to claim an exemption from value added tax on
purchases or imports to avoid the necessity of filing claims for refund.
Taxpayers subject to T.V.A. must keep a journal of taxable and nontaxable
transactions by tax rate in chronological sequence. The tax authorities
have the right to examine, at any time, accounting records for the current
year and the four preceding years.
Special Cases and Regulations. Because of the importance of T.V.A. in
the French tax system, a number of special rulings have been rendered.
These particularly concern details of the application of the tax to international transport, commissions, and related services on imports or
exports, direct sales to tourists in France, services rendered for boats and
planes, certain real property transactions, and the like. Also, special regulations are applicable in Corsica, Martinique, Guadeloupe, and Reunion,
while French Guiana is treated as an export territory.
13.02 Property Taxes
Real Property Tax. A property tax is payable by all proprietors, whether
corporations or individuals. It is levied on land and buildings. The tax is
assessed according to the tax authority's estimate of the rental value,
which, in principle, is subject to revision every two years. Buildings constructed between January 1, 1948 and December 31, 1972 are exempt for
25 years if used as residences and for 15 years if used as industrial or commercial buildings. Buildings constructed after January 1, 1973 are exempt
for two years.
Dwelling Tax. All persons having a dwelling place at their disposal,
whether they inhabit it or not, are subject to a dwelling tax. The assessment is based on the rental value on January 1 of each year.
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Tax on Leases. A tax is payable by the lessor at the rate of 2.5% of the rent
received under a lease for unfurnished premises. This tax is not due if the
lessor is subject to or elects to pay T.V.A. on the rent.
13.03 Business License Tax
Liability for business tax was formerly based principally on the nature of
the activity, the number of employees, and the rental value of the premises
and equipment. However, since January 1, 1976, the tax is based on only
two items:
• the rental value of all fixed assets used in the business, and
• one-fifth of salaries paid the preceding year; except that for small
businesses and noncommercial activities, the basis is one-eighth of
annual turnover.
The license tax is calculated annually and levied on all businesses, with
some exceptions—such as farming. As of 1980, a tax exemption is granted
in the year that a new enterprise is established. In the year a business is
discontinued, the tax is normally payable for the entire year.
Businesses with premises on more than one site are subject to a separate
tax for each site. In computing this tax, a coefficient is determined yearly
by the local authorities. Consequently, the tax varies greatly, depending on
where the premises are located.
The business license tax assessment for 1977 was limited to 170% of the
tax paid for 1975. For 1978, the amount of the business license tax had
also been limited to 170% of the assessment of 1975, plus a surcharge of
6.5%. A similar limitation applies for 1979 with various adjustments and a
new upper limit based on a percentage of a gross margin figure referred to
as "value added by the business."
13.04 Registration Duties
Registration duties are payable as part of the legal formalities arising from
the creation or changes in the constitution or bylaws of a corporation. They
are also payable on certain transfers, particularly on transfers of property
that are not subject to T.V.A.
Formation of Corporation or Partnership. The assets brought into a new
corporation or other entity subject to corporation income tax are also subject to registration duties, depending on the kind of assets and the identity
of the contributing shareholders. The rate is normally 1 %. If real property,
leasehold rights, or goodwill are contributed to an entity subject to corporation tax by an entity not subject to such tax, or by an individual, the
rate is 11.4%. If property is transferred to a corporation for value, including
the assumption of liabilities, the tax on transfers of property (13.05)
applies.
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Increase in Capital of Corporation or Partnership. Increases in share
capital are generally taxed in the same way as company formations.
However, when the increase in capital is effected by the capitalization of
reserves, the treatment differs according to the nature of these reserves
and the tax category of the company. For partnerships, the reserves
already taxed in the hands of each partner are subject to a reduced tax of
1%. For corporations, the ordinary reserves are subject to tax at 3% on
capitalization of up to F1,000,000 per annum and 12% on the balance.
These rates are reduced to 2% and 6%, respectively, when an additional
increase in capital of the same amount is made against a cash subscription. Controlling shareholders may capitalize amounts left in current
account for at least 12 months with payments of a duty limited to F600
until December 31, 1980.
Corporation Mergers. Until December 31, 1980, a concession is allowed
for mergers between corporations liable to corporation tax. This restricts
the registration tax to the greater of a fixed sum of F600 or 1.2% of any
excess of the net assets of the company absorbed over the face value of its
paid-up capital.
Corporation Reorganizations. Corporate reorganizations are taxed
depending on whether the reorganization amounts to the creation of a new
legal entity. If a new legal entity is created, the taxes payable are the same
as for the formation of a corporation. The transformation of a partnership
into a corporation is similarly taxed, but a transformation of a corporation
into a partnership is taxed at a fixed fee of F600.
Sale of Interests in Corporations and Partnerships. Registered sales of
interests in corporations and partnerships are subject to a tax of 4.8% on
the market value. As a general rule, the sale of a corporation's shares does
not have to be registered, but the transfer of an interest in a limited liability
company is always subject to the tax. If an interest in a partnership was the
result of a capital contribution in kind made within three years before the
interest is sold, the authorities assume that this sale is a transfer of the
assets concerned and apply the transfer tax (13.05) corresponding to the
nature of the assets. The sale of shares in certain property companies is
taxed in the same way as the sale of underlying assets.
The tax authorities consider that the sale of all, or virtually all, of the shares
of a corporation may be taxed as the liquidation of a company. This also
applies to duties applicable to sales of businesses (13.05) where subsequent changes in the articles of incorporation or the activity suggest
that the initial business has been abandoned de facto.
13.05 Transfers of Property
A transfer tax is imposed on the price of certain property that is sold or
transferred other than in the ordinary course of business, and, therefore, is
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not subject to value added tax (13.01). On sales of real property, the tax
rate is generally 16.6%. For residential properties, the rate is reduced to
4.8% for land and buildings.
When a business is sold as a going concern, a tax is imposed at the rate of
16.6% for buildings, other fixed assets, goodwill, and leases. In addition,
transfers of property are generally subject to regional taxes of between
0.2% and 1.6%.
13.06 Stamp Duties
The types of documents to which stamp duties apply are manifold. The
rate on most of these documents is not such that the duty is burdensome.
A stamp duty relates to the document itself, not to the transactions. Thus,
a duty may be imposed on a written receipt even though the same transaction made without receipt would not be subject to tax. Some of the stamp
duties are at fixed rates and others are at ad valorem rates.
13.07 Excise Taxes on Commodities and Services
Several commodities are subject to specific excise taxes, which are collected at the same time as the turnover taxes. Some of these are listed in
the Rate Tables.
A special tax is levied on banking and financial institutions based on credit
facilities granted on December 31 of the previous year (Rate Tables). The
rate is reduced by 50% for banks which have elected to pay the value
added tax (13.01).
13.08 Company Cars
Corporations pay a tax on automobiles owned or used by them (Rate
Tables). This tax is not deductible for income tax purposes.
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Employment Taxes and Social Charges
14.01 General
All business enterprises are subject to a number of taxes based on payrolls.
These taxes are outlined below; the tax rates and bases are shown in detail
in the Rate Tables.
14.02 Salary Tax
A salary tax is payable by employers exempt from the value added tax
(13.01). Employers who pay a value added tax on less than 90% of sales
must pay the salary tax according to a ratio based on the percentage of
sales not subject to the value added tax. For this purpose, export sales are
treated as if they were subject to the value added tax.
The salary tax (Rate Tables) is payable on gross salaries and wages, except
for a special exemption of 30% of remuneration paid to commercial travelers (and to those in a few other categories) as an allowance for expenses.
Profit-sharing and savings plan contributions (12.02) are not included in
the basis for this tax. The tax is levied on the employer.
14.03 Apprenticeship and Staff Training Taxes
All industrial and commercial enterprises are subject to an apprenticeship
tax (taxe d'apprentissage), and all enterprises that have ten or more
employees are subject to a staff training tax (taxe de formation professionelle) (Rate Tables).These taxes are intended to subsidize the initial
training of young workers as well as the continued training and retraining
of other workers. Certain costs and expenses incurred by the employer in
connection with apprentice and staff training programs may be deducted
from the respective taxes.
14.04 Contributions to Government Housing Schemes
Employers of ten or more employees are subject to an annual tax (Rate
Tables) based on the remuneration of the preceding year. Instead of paying
this tax, the employer may provide loans to employees to acquire houses
under certain conditions, or give an interest-free loan to special housing
organizations, or purchase shares in companies organized to construct
dwellings that give priority to tenants designated by the owner of the
shares. The money must remain invested for at least 20 years. Employers
who fail to make the required tax payments, loans, or share purchases are
subject to a 2% contribution.
14.05 Social Security
Any person of whatever nationality who works in France for one or several
employers must be registered with the social security system by his
employer or employers. In return for the contributions paid in part by the
employer and in part by the employee, the latter receives benefits for sick-
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ness, disability, accident, retirement, etc. Both contributions are calculated
on the employee's monthly salary and are deductible for income tax purposes. The basis of computation and the contribution rates are shown in
the Rate Tables.
For unemployment insurance, each employer must contribute a percentage of the gross salary subject to a ceiling applicable to the senior staff.
The employee must bear part of this contribution (Rate Tables). Companies
must pay an annual solidarity contribution in addition to normal social
security, which is based upon the turnover of the company (Rate Tables).
14.06 Supplementary Pension Plan
In addition to social security contributions, most employees must be
registered with a supplementary pension fund, which is a separate fund for
senior staff members. These funds may be increased by additional contributions under agreements between employers and employees.
The contributions to these funds are deductible for income tax purposes,
and are borne in variable proportions by the employers and employees.
Employees generally contribute according to their total salaries, but senior
staff members may contribute on the basis of the amount by which their
salary exceeds the social security ceiling, subject to a senior staff ceiling
(Rate Tables).
14.07 Annual Vacation Pay
Paid vacations, with a minimum of four weeks per annum, are calculated
on the basis of the salary for the period June 1 to May 31. The payment
cannot be less than the salary the employee would have earned if he had
worked during the vacation period.
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Estate and Gift Taxes
15.01 Rates and Structure
The amount of tax levied on an estate depends upon the number of survivors and their relationships to the decedent. These factors modify the
basis on which the tax is assessed and bring varying exemptions and rates
into force (Rate Tables).
From the assets passing at death may be deducted all the deceased's
debts existing at that time, including funeral expenses. Certain possessions are completely exempt from tax, e.g., living accommodations if
transferred gratuitously for the first time, life insurance policies, some gifts
and legacies, and certain government bonds. These exemptions are limited
to F500,000 for the spouse and each of the children.
Gift taxes are similar to estate taxes in France insofar as rates and exemptions are concerned, except that the tax is reduced by 20% for certain gifts
between spouses and to children.
15.02 Effect of Domicile and Location of Property
Estate taxes are assessed on all assets in France, regardless of the decedent's domicile. If the decedent was domiciled in France, securities owned
by him are taxable, whether they are French or foreign investments. These
rules may be favorably modified if tax treaties exist (Appendix E). The
treaty between France and the United States provides that the country of
domicile will allow a credit against its tax for estate tax paid in the other
country on assets located there.
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Income Taxes—Individuals
IncomeYear 1979
Basic Tax Rates:
Taxable Income
Bracket (F)
08,725
8,725- 9,125
9,125- 10,825
10,825- 17,125
17,125- 22,275
22,275- 28,000
28,000- 33,875
33,875- 39,075
39,075- 65,125
65,125- 89,575
89,575- 105,950
105,950- 125,050
125,050- upward

Tax on
Lower
Amount

Rate on
Excess Over
Lower Amount (%)

0
0
20
190
1,135
2,165
3,596
5,358
7,178
17,598

0
5
10
15
20
25
30
35
40
45
50
55
60

28,600
36,787
47,292

Tax on professional long-term capital gains (6.11)
for business income and farming profits

15%

Gains on sales of vacant land for construction

25%

Long-term capital gains for noncommercial activities

10%

Income Taxes—Corporations
%
Income from operations

50

Short-term capital gains

50

Long-term capital gains on assets—other than land for
construction

15

Long-term capital gains on land for construction

25

Minimum tax payable in all cases

(F)

3,000

Special Tax on Corporation Cars (13.08)
Up to 7 horsepower

3,000

Over 7 horsepower

5,000
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Rate Tables

Withholding Taxes Applicable to Nonresidents
(Exclusive of tax-treaty provisions)
Annual
Income

Type of Income

Rate
(%)

Salaries, wages, pensions:
Up to F25,800
F25,800-F76,100
In excess of F76,100

Nil
15
25

Certain income from professions and other
noncommercial activities, including payments in respect of any services rendered
or used in France

331/3

Profits realized by branches

25

Dividends
Interest on:
negotiable bonds and bearer notes:
usual rate
exceptionally
other loans

25

25
331/3
38

Capital gains from real estate transactions
realized by:
nonprofessionals
professionals

331/3
50

Value Added Tax (13.01)
(Rates based on sales price, excluding the tax)
Normal Rate:
17.60% for most products or services not listed below
7% rate:
pharmaceutical products, books, most food products, raw
agricultural products, transportation of passengers, lodging
331/3% rate:
new automobiles, precious stones, pearls, cameras, films,
phonograph records, tape recorders, furs, motorcycles, tobacco,
perfumes, pornographic films
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Registration Duties(13.04)
Formation or Increase in Capital or Partnership:
Normal rate on contribution of assets to corporation or
partnership

1%

Transfer to capital of an entity subject to corporation tax by
entity not subject to such tax or by individuals:
Real property, goodwill, and leases
Other assets

11.4%
1%

Capitalization of reserves:
Partnerships
Corporations:
General*
Up to F1,000,000 per year*

1%
12%
3%

Corporation Mergers (until December 31, 1980):
Excess of the assets of absorbed company over face value of
its paid-up capital

1 -2%

Minimum tax

F600

Transformation of Corporation into Partnership

F150

Registered Sales of Interests in Corporation or
Partnerships

4.8%

'12% rate reduced to 6% until December 31, 1980
3% rate reduced to 2% until December 31, 1981, under certain conditions

Transfers of Property (13.05)
Sales of Real Property:
Residential property
Other property

5.4%
16.6%

The value added tax may apply to certain transfers of property in the
ordinary course of business, in which case the transfer taxes listed above
are not payable.
Sales of Business as Going Concern:
Buildings
Other fixed assets and goodwill

16.6%
16.6%

Transfer of Lease

16.6%
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Employment Taxes and Social Charges
Contribution
Type of Charge

Based on Annual
Remuneration

Employer

Employee

%

%

Payroll Taxes
Salary tax for employers not
subject to value added tax
(14.02)

Up to F32,800
F32,800-F65,600
Excess over
F65.600

4.25
8.5

None
None

13.6

None

0.5

None

Apprenticeship tax
(14.03)(1)

Total amount paid

Contribution to government
housing scheme (if 10 or
more employees) (14.04)(2)

Total amount
paid for the
preceding year

0.90

None

Staff training (if 10 or more
employees) (14.03)(1)(2)

Total amount paid

1.10

None

Sickness

Up to F60,120
Total amount paid

8.95
4.50

0
5.50

Old age

Up to F60,120

8.20

4.70

Family allowances

Up to F60,120

9.00

None

Industrial injuries insurance
(based upon type of
activity)

Up to F60,120

From 1.7
to 20

None

Unemployment insurance
(up to age of 65)(4)

Up to F240,480

2.76

0.84

Insurance for payment of
salaries
Housing levy

Up to F240,480
Up to F60,120

0.25
0.1

None
None

Transportation levy (Paris
area) —if 10 or more
employees(2)

Up to F60,120

2.0

None

Social Security

(3)

(continued)
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Rate Tables
(continued)

Pension Plans (14.06)
Executive: Life insurance
Old age
Old age

Up to F60,120
Up to F60,120
From F60,120 to
F240,480

Other employees

Up to F180,360

1.5
2.64
From 6.18
to 10.30

None
1.76
From
2.06
to 6.18

2.64

1.76

Notes:
(1)

An exceptional contribution of 0.10% is also payable in 1980 and 1981.

(2)

Special abatements apply on the amount of salaries paid for enterprises
which would reach 10 or more employees in 1979 or 1980.

(3)

(4)

A solidarity contribution is also payable by companies with a minimum
turnover of at least F500,000 at a rate of 0.1 % based on total turnover.

For "VRP multicartes" and show business employees the total
contribution is 2.65%. An additional contribution of 0.06% is payable for
executives on the salary slice between F60,120 and F240,480.
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Rate Tables

Excise Taxes on Specific
Commodities and Services (13.07)
Wines
Alcohol
Beer
Surtax on aperitifs
Textiles
Beetroots
Forest Products
Credit transactions(banks and
financial institutions)

Pornographic films
Book publishers
Photocopying machines

F9.00 to F22.50 per 100 liters
F1,630 to F3,880 per 100 liters
F6.80 to F12 per 100 liters
F4.45 to F13.20 per 100 liters
0.44%
4.23%
4.70%
1.6 per thousand
(2.4 per thousand
where bank has not
opted for T.V.A.)
F300,000 or F150,000(1)
0.2%
3%

(1)

This tax applies to imported films. In addition, a special levy of 20% of
taxable income is applicable to all pornographic films.

Estate and Gift Taxes (Chapter 15)
Beneficiary

Rate (%)

Spouse, each ancestor, and each descendant:
F
0- 50,000
F 50,000- 75,000
F 75,000-100,000
F100,000-upward

5
10
15
20

Each brother and sister:
F
0-150,000
F150,000-upward

35
45

Uncles, aunts, nephews, nieces, and cousins
Distant relatives and other persons

55
60

Exemptions

(F)

Spouse, each ancestor, and each descendant

175,000

Each brother and sister who is unmarried, widowed, or divorced,
at least 50 years old at the date of the testator's death or
unable to earn his or her own living, and who has lived with
the deceased for five years up to time of death

75,000

Any beneficiary has an exemption of F10,000 if the above two exemptions
do not apply.
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Appendix A

Specimen Computation of Individual Income Tax
Industrial and commercial profits (6.04):
Net profit from wife's hosiery business
Salaries and wages (10.03):
Husband's salary as engineer (after
deducting his share of contributions
for social security and retirement
plans)
Less deduction of 10% for expenses
Wages of eldest son
Less minimum deduction for
expenses

F40,000

F140,000
14,000
F5,000
1,800

Less special deduction 20%
Profits from noncommercial professions
(6.09):
Fees as consulting engineer

3,200
129,200
25,840

103,360

14,000

Investment income (6.05 and 6.06):
French-source dividends
Add: tax credits on dividends
Less: French-source dividend special
deduction (10.02)
Total
Less investment management expenses
Total

F10,000
5,000
3,000
12,000
1,120

Deductions (10.02):
Life insurance premiums
Donations to recognized charities
Net taxable income
Rounded off to

F5,050
1,680

Calculation of Tax:
Number of parts (10.01)
Husband and wife
Three children
Total parts
Income per part

126,000

10,880
F168,240

6,730
161,510
F161.500

2
1.5
3.5
3.5

161,500

F46,143

Tax per rate table
First F39,075
Remaining F7,068 at 40%
Total

F7,178
2,828
F 10,006

Gross t a x - F 1 0 , 0 0 6 X 3.5
Less tax credit on dividends (6.06)
Total tax

F35.021
5,000
F30.021
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Appendix B

Specimen Tax Computation of a French
Resident Corporation
Note
No.
Net profit per books
Add:

Computation

1

F1,516,200

Depreciation in excess of legal limits

2

2,400

Provision for vacation pay

3

120,000

and tax on long-term capital gains

4

1,242,000

Penalties and fines

5

2,500

6

1,150

Provision for corporation income tax

Excess interest on controlling
shareholder's current account
Reserve for inventory price increase
set up five years previously

7

Total

25,000
2,909.250

Deduct:Depreciation previously deferred in a
loss period

8

50,000

9

20,000

subsidiary relationship

10

9,250

Losses carried over from prior years

11

350,000

Long-term capital gains
Dividend received from an affiliated
company qualifying for the parent-

Total

429,250

Taxable profit

2,480,000

Corporation tax (50% of F2,480,000)
Tax on long-term capital gains (15% of F20,000)
Total tax payable

1,240,000
3,000
F1,243,000

Notes:
1. Net profit per books includes operating profits and capital gains (Note 9).
2. Depreciation on portion of automobile cost exceeding F35,000 is not
deductible (7.02).
3. Vacation pay is not deductible until it is paid (7.16).
4. Corporation income tax is not deductible (7.09).
5. Penalties are not deductible, unless they are related to deductible items
and arise solely from delay in payment or declaration (7.16).
6. A double limitation applies to interest paid on a controlling shareholder's
(continued)
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(continued)

current account. The rate of interest may not exceed by more than two percentage points the lending rate charged by the Bank of France, and interest
is deductible only on that part of the current account that does not exceed
150% of the company's capital stock (7.06).
7. The reserve for inventory price increase must be reversed into taxable
profit in the sixth year following its creation (7.15).
8. Depreciation deferred in a loss period is deductible from subsequent
profits provided it has been shown in the accounts and disclosed in the
annual return (7.02).
9. Long-term capital gains are taxed separately at the rate of 15% and must,
therefore, be deducted in arriving at taxable profit. Short-term capital gains
may be deducted to the extent of 66% of their amount if the company elects
to pay income tax on these gains over three years in equal instalments
(6.11).

10. Dividends received by companies qualifying for the parent-subsidiary
privilege are deductible to the extent of 95% of the dividends actually
received from the subsidiary (6.06).
11. A loss may be deducted from the profits of the five succeeding financial
years. Losses may not be carried back against prior profits (7.03).
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Specimen Computation of Value Added Tax
(13.01)
Sales, during April, of typewriters manufactured by the taxpayer (not including value
added tax charged to customers)

F1,560,800

Less export sales
Taxable sales

200,000
F1,360,800

Gross tax at 17.60%
Less added tax on:
Purchases of steel and component

F 239,500

parts during March

22,800

General expenses during March

18,240

Total
Net tax payable

72

F136,800

Imports of tools during April

177,840
F 61,650
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Examples of Taxes on Salary Income
(Year 1979)
Earned
Income
(F)

Taxable
Income
(F)

10,000
20,000
30,000
40,000
60,000
80,000
100,000
120,000
150,000
180,000
210,000
240,000
270,000
300,000
370,000
400,000

6,500
14,400
21,600
28,800
43,200
57,600
72,000
86,400
108,000
129,600
151,200
172,800
194,400
216,000
266,400
288,000
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Single
Person
(F)
None
726
2,030
3,836
8,829
14,589
20,693
27,173
37,916
50,024
62,984
75,944
88,904
101,864
132,104
145,064

Married Couple
No Children 2 Children
(F)
(F)
None
None
375
1,453
4,060
7,673
12,205
17,658
26,298
34,938
44,625
54,345
64,828
75,833
104,368
117,328

None
None
None
203
2,179
4,650
7,789
11,509
18,308
26,486
35,126
43,766
52,406
62,078
84,758
95,441
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Countries with Which France
Has Entered into Tax Treaties
Algeria
Australia
Austria
Belgium
Benin
Brazil
Cameroon
Canada
Central African Rep.
Comoro Islands
Congo
Czechoslovakia
Denmark
Finland
Gabon
Germany (West)
Greece
India
Iran

Ireland
Israel
Italy
Ivory Coast
Japan
Lebanon
Luxembourg
Malagasy Rep.
Malawi
Malaysia
Mali
Malta
Mauritania
Monaco
Morocco
Netherlands
Niger
Norway
Pakistan

Poland
Portugal
Philippines
Rumania
Senegal
Singapore
Spain
Sweden
Switzerland
Thailand
Togo
Tunisia
United Kingdom
United States
Upper Volta
Yugoslavia
Zambia
Zimbabwe

Addendum—French Tax Refund on Dividends
Austria
Belgium
Brazil
Comoro Islands
Finland
Gabon
Germany (West)
Luxembourg

Malagasy Rep.
Malaysia
Mali
Netherlands
Niger
Senegal
Singapore

Spain
Sweden
Switzerland
Togo
United Kingdom
United States
Upper Volta

Gabon
Ivory Coast
Lebanon
Malagasy Rep.
Mali
Mauritania
Monaco
Morocco
Niger

Senegal
Spain
Sweden
Switzerland
Togo
Tunisia
United Kingdom
United States
Upper Volta

Estate Tax Treaties
Algeria
Austria
Belgium
Benin
Cameroon
Canada
Central African Rep.
Comoro Islands
Congo
Finland
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